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Wednesday,  March  27,  1996. 
SECRETARY  OF  STATE 
WITNESS 

HON.  WARREN  CHRISTOPHER,  SECRETARY  OF  STATE,  DEPARTMENT 
OF  STATE 

Chairman's  Opening  Statement 

Mr.  Callahan.  Mr.  Secretary,  welcome.  It's  always  nice  to  have 
you  visit  us  and  nice  to  see  the  good  work  that  you're  doing  in  most 
of  the  parts  of  the  world. 

Secretary  Christopher.  Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  I'm  especially  pleased  that  you  could  be  here  to 
open  the  subcommittee's  1997  budget  hearings.  You  know  that  I 
personally  hold  you  in  high  esteem  for  the  approach  that  you  take 
to  your  job,  and  I'm  sure  that  the  other  members  of  the  subcommit- 
tee share  in  that. 

I  especially  appreciate,  Mr.  Secretary,  your  efforts  to  keep  me  in- 
formed in  advance  of  a  commitment  that  the  President  and  you  are 
making  to  foreign  leaders.  I  especially  appreciated  your  call  from 
Jerusalem  when  you  informed  me  in  advance,  of  the  President's 
commitment  to  Israel  on  the  terrorism  monies.  I  might  suggest  to 
you,  as  I  have  in  the  past,  Mr.  Secretary — ^that  you  once  again  sug- 
gest to  the  President  that  I  wish  he'd  be  a  little  bit  more  cautious 
in  these  toasts  he  makes  as  he  goes  around  the  world;  $100  million 
is  a  lot  of  money.  I  would  suggest  that  you  tell  the  President  that 
I  would  be  willing  to  personally  buy  and  to  have  personally  auto- 
graphed some  of  the  books  on  Forrest  Gump  that  were  written  by 
one  of  my  constituents  in  Mobile,  and  that  we  would  be  glad  to  fur- 
nish his  administration  with  all  the  copies  they  need.  And  I  would 
suggest  the  President  start  giving  out  gifts  such  as  Forrest  Gump 
rather  than  these  $100  million  he  commits  because  they  give  me 
heartburn.  Every  time  the  President  goes  on  a  trip  now,  I  sit  in 
front  of  my  television  and  C-Span  and  wonder  how  much  this  is 
going  to  cost  our  committee.  We've  discussed  this  with  you  and  oth- 
ers in  the  past. 

Your  1997  budget  request  of  $12.8  billion  from  this  subcommittee 
is  not  as  large,  frankly,  as  I  had  expected.  It  appears  to  reflect  a 
more  realistic  estimate  of  what  we  in  Congress  can  afford  for  these 
programs.  We  don't  have  a  budget  resolution,  as  you  are  aware,  for 

(1) 


Fiscal  Year  1997,  so,  we  don't  know  yet  what  the  subcommittee's 
allocation  from  the  full  committee  will  be.  But,  I  think  it  is  safe  to 
say  that  this  subcommittee  will  be  able  to  mark  up  a  1997  bill  that 
is  closer  to  the  President's  request  than  was  the  case  last  year. 

What  is  more  striking  this  year  is  the  disproportionate  amount 
of  our  bill  that  will  go  to  a  very  small  part  of  the  world,  the  Middle 
East  and  the  neighboring  eastern  Mediterranean  region.  By  my 
staffs  calculation,  the  President's  new  budget  allocates  $5,345  bil- 
lion; for  the  Middle  East.  Depending  on  the  outcome  of  the  pending 
supplemental  request  for  Jordan  and  Israel,  that  number  could 
climb  by  another  $120  million.  That's  close  to  50  percent  of  this 
subcommittee's  expected  allocation.  It's  more  than  50  percent  of  the 
total  foreign  aid  in  our  bill  once  the  appropriation  for  OPIC  and 
Ex-Im  Bank,  which  in  my  opinion  is  not  foreign  aid,  are  deducted 
from  the  allocation. 

The  taxpayers  of  the  United  States  have  already  provided  $85.5 
billion  in  support  of  the  1978  Camp  David  agreements.  We  have 
now  complied  with  three  successive  emergency  requests  totalling 
$444  million  for  Jordan,  in  support  of  its  involvement  in  the  peace 
agreement  with  Israel.  We've  provided  at  least  $200  million  in  sup- 
port of  the  Palestinian  authority  in  support  of  its  peace  agreement 
with  Israel.  And  I  know  that  you're  negotiating  with  Syria,  and  I 
certainly  hope  that  you're  successful  in  seeing  that  Syria  joins  in 
the  peace  initiative  of  the  Middle  East,  but,  once  again,  I  want  to 
forewarn  you  that  any  monetary  commitment  to  S3nna  is  going  to 
be  very  seriously  scrutinized  by  me  as  well  as  some  of  the  other 
members  of  this  committee. 

You're  also  requesting  another  $52.5  million  for  a  new  Middle 
East  development  bank.  You  and  I  have  discussed  this  in  the  past, 
and  I  want  to  let  you  know,  that  in  these  times  of  budget  realities, 
it's  not  the  time  to  be  seriously  committing  $50  million  for  any  de- 
velopment anywhere  in  the  world.  Let  me  reiterate  our  concern  for 
the  Middle  East  peace  and  the  security  of  Israel,  but  isn't  it  time 
to  recognize  that  a  cap  has  to  be  put  on  aid  to  this  region?  Discre- 
tionary appropriations  are  going  down,  not  up,  and  will  go  down 
faster  if  we  cannot  slow  down  the  growth  of  entitlements. 

With  both  the  President  and  the  Congress  pledged  to  work  to- 
wards a  balanced  budget  by  the  year  2002,  if  we  don't  cap  and  re- 
allocate our  assistance  to  the  Middle  East,  there  will  soon  be  noth- 
ing left  for  the  rest  of  the  world.  Think  of  all  the  children  not 
helped;  some  of  the  diseases  not  fought,  and  export  markets  not 
taken  advantage  of  because  Congress  and  the  Executive  branch 
just  can't  say  no  to  any  request  from  the  Middle  East.  And  I'd  wel- 
come your  response  to  that  during  your  statement. 

Mr.  Secretary,  the  conference  on  the  omnibus  appropriations  bill 
and  the  supplemental  will  be  meeting  as  soon  as  this  hearing  ends. 
Our  conference  will  have  to  resolve  still  another  Middle  East  issue, 
and  that's  the  $50  million  Israeli  anti-terrorism  supplemental — the 
first  half  of  the  $100  million  that  you  requested  on  the  telephone. 

Your  request  to  use  DOD  funds  to  pay  for  additional  foreign  aid 
for  counterterrorism  is  just  not  going  to  happen,  if  I  have  anjrthing 
to  do  with  it,  in  part,  because  of  the  Senate  firewalls  for  defense. 
This  is  a  foreign  assistance  program,  and  other  foreign  aid  pro- 
grams will  probably  have  to  be  rescinded  to  pay  for  it  unless  we 


take  it  out  of  the  FMF,  which  we  might  possibly  do.  And  I  think 
this  is  the  fiscally-responsible  approach  we  should  take. 

As  you  know,  the  subcommittee  has  continued  to  operate  in  a  bi- 
partisan manner  during  the  104th  Congress.  That  was  true  of  the 
regular  bill  and  it  is  the  case  of  these  supplemental  bills  that  you 
have  brought  te-us  recently.  Whenever  I  read  comments  from  sen- 
ior administration  officials — certainly  not  from  you,  but  from  senior 
officials  under  your  jurisdiction — that  are  critical  of  the  House  ma- 
jority's handling  of  international  matters,  I  wonder  why  you  never 
bring  this  subcommittee's  record  of  cooperation  to  the  attention  of 
the  media. 

We  look  forward,  today,  to  your  testimony.  And  we'll  end  this 
hearing  no  later  than  3:25  p.m.  Members  are  invited  to  submit 
questions  for  the  record  if  time  does  not  permit  them  to  be  asked 
today. 

Mr.  Secretary,  I  want  to  tell  you  that  I'm  growing  increasingly 
concerned  about  some  of  the  indications  about  some  of  the  enter- 
prise funds  and  the  wasted  money  that  we're  reading  newspaper 
accounts  on.  I  think  sometime  during  the  next  six  or  seven  weeks, 
you  and  I  are  going  to  have  to  very  seriously  discuss  some  account- 
ability that  we  may  have  to  require  if  the  enterprise  funds  continue 
to  operate  as  some  of  them  are.  Some  of  them  are  working  very 
well.  Some  of  them  are  doing  exactly  what  they  were  intended  to 
accomplish,  but  some  of  them  are  not. 

With  that,  Mr.  Secretary,  I  would  welcome  your  statement  today, 
and  once  again  we  thank  you  for  coming.  First  let  me  recognize  my 
ranking  minority  member  here,  Mr.  Wilson. 

Mr.  Wilson's  Opening  Statement 

Mr.  Wilson.  Well,  Mr.  Secretary,  I  have  a  little  compliment  here 
for  you.  You're  a  whole  lot  better  as  the  number  one  man  than  you 
were  as  the  number  two  man.  [Laughter.] 

I  think  that  you're  doing  a  great  job.  I  think  the  State  Depart- 
ment is  doing  a  great  job.  I  just  was  trying  to  think  of  something 
to  complain  to  you  about  on  the  way  up  here,  and  I  couldn't  think 
of  anything. 

I  would  like  to  raise  one  point  that  I  know  that  you  agree  with 
me  on  about,  but  it's  what  the  Government  of  the  United  States 
might  want  to  respond  to.  And  that  is  that  in  some  countries  of  the 
world  to  which  we  have  been  particularly  helpful  and  perhaps  sav- 
iours, it's  increasingly  difficult  for  American  businesses  to  do  busi- 
ness and  observe  American  laws.  And  I've  been  talking  to  Mr. 
Talbert  and  others  in  the  State  Department  about  this,  and  I've 
gotten  good  responses.  But  I  particularly  have  in  mind,  Kuwait. 
And  I'd  just  like  for  you  to  think  about  that  sometime, 

Mr.  Callahan.  Mr.  Secretary. 

Secretary  Christopher's  Opening  Statement 

Secretary  Christopher.  Mr.  Chairman  and  members  of  the  sub- 
committee, I  am  glad  to  appear  again  before  the  House  Foreign  Op- 
erations Subcommittee.  This  is  the  beginning  of  a  new  budget 
cycle,  and  I  look  forward  to  working  with  you  in  this  new  cycle. 


Mr.  Chairman,  I  want  to  express  my  appreciation  for  your  per- 
sonal efforts  throughout  the  year  to  address  our  funding  needs. 
Your  travel  and  your  personal  efforts,  I  think,  are  testimony  to 
your  sincerity  and  your  dedication  to  the  process  and  your  role  of 
chairman.  If  my  earlier  statements  about  this  have  not  gotten 
through  the  public  media,  then  perhaps  they  will  today.  I  do  appre- 
ciate very  much  the  cooperation  we've  had  from  the  committee  and 
your  efforts  to  provide  funding  for  us. 

I  also  want  to  recognize  with  considerable  regret  the  impending 
retirement  of  Mr.  Wilson,  the  ranking  Democratic  member.  He's 
been  a  great  supporter  of  foreign  aid  for  many,  many  years  in  dif- 
ficult times,  in  bad  times  and  good,  I  would  say.  Congressman  Wil- 
son, I  would  say  this  about  you:  you  look  just  as  young  as  you  did 
when  I  was  Deputy  Secretary  of  State.  [Laughter.] 

I  can't  say  the  same  for  myself. 

But,  we  appreciate  the  assistance  of  this  committee,  Mr.  Chair- 
man, and  I  want  to  put  that  on  the  record. 

The  budget  that  we  consider  today  is  about  much  more  than  dol- 
lars and  cents.  It  poses  a  fundamental  choice  to  this  Congress,  and 
I  suppose  for  the  American  people.  Will  we  advance  the  interests 
of  the  American  people  and  maintain  American  leadership  in  the 
world?  Or  will  we  undermine  the  progress  we  have  made  and  miss 
the  opportunities  that  are  before  us?  Will  we  continue  to  work  for 
peace  and  security  in  regions  of  vital  importance,  or  will  we  ignore 
threats  until  they  reach  our  shores  and  we  have  to  act?  Will  we 
sustain  the  alliances  and  institutions  that  were  created  after  the 
Second  World  War,  or  will  we,  on  the  other  hand,  walk  away  from 
our  commitments  and  leave  ourselves  no  options  but  to  face  future 
crises  alone?  Will  we  confront  new  threats  that  respect  no  borders, 
or  will  we  leave  our  children  in  a  world  beset  by  nuclear  prolifera- 
tion, terrorism,  and  environmental  crisis?  Those  are  only  a  few  of 
the  fundamental  questions  that  are  posed  in  this  budget  which  are 
expressed  in  dollars  and  cents  but,  nevertheless,  involve  the  most 
fundamental  choices. 

Our  Administration  has  made  its  choice.  We  have  come  to  feel 
that  the  central  lesson  of  this  century  is  that  Americans  must  lead. 
That  has  been  the  lesson  that  I  have  drawn  from  the  last  three 
years.  And  I'd  like  to  reflect  just  for  a  moment  on  what  our  leader- 
ship has  accomplished,  many  times,  I  want  to  stress,  with  bi-par- 
tisan support  from  this  committee  and  others. 

We  ended  the  deadly  war  in  Bosnia  and  eliminated  the  threat  it 
posed  to  security  and  stability  in  the  heart  of  Europe.  We  stopped 
the  flight  of  Haitian  refugees  to  our  shores  and  gave  that  nation 
a  chance  to  build  democracy  and  prosperity.  We  achieved  the  in- 
definite and  unconditional  extension  of  the  Nuclear  Non-Prolifera- 
tion Treaty  and  committed  over  100  countries  never  to  build  nu- 
clear weapons.  Nuclear  missiles  in  the  former  Soviet  Union  no 
longer  target  American  cities.  The  North  Korean  nuclear  program 
is  frozen  and  on  its  way  to  the  scrap  heap.  Our  economic  diplomacy 
has  fueled  an  export  boom  and  created  more  than  a  million  high- 
paying  American  jobs. 

America  has  stood  for  those  who  have  taken  the  risks  for  peace. 
A  strong  bipartisan  effort  has  helped  Israel  and  its  Arab  neighbors 
make   historic   strides   toward  a  comprehensive   peace.   We   have 


helped  the  people  of  Northern  Ireland  move  toward  a  just  and  last- 
ing settlement.  And  in  the  wake  of  cowardly  terrorist  attacks  in  re- 
cent weeks,  we  have  stood  with  the  peacemakers. 

The  foreign  policy  achievements  of  this  Administration  have  been 
possible  because  we  have  not  hesitated  to  lead.  Our  investments 
are  paying  off.  I  believe  our  Nation  is  safer,  our  economy  is  strong- 
er, and  our  values  around  the  world  are  ascendant. 

The  kind  of  leadership  that  produced  these  achievements  cannot 
be  sustained  on  the  cheap,  unless  we  want  to  try  to  shortchange 
the  American  people.  We  certainly  will  be  unsuccessful  if  we  do 
that.  Nor  can  we  rely  on  military  strength  alone  to  project  our  lead- 
ership, unless  we  want  to  use  our  military  all  the  time.  That  would 
be  very  costly  in  terms  of  dollars  and  lives  that  we  simply  cannot 
afford  to  waste. 

The  total  international  affairs  budget  has  fallen  51  percent  in 
real  terms  since  1984.  Our  $19.2  billion  request  for  1997,  with  a 
$12.8  billion  from  this  subcommittee,  is  lower  than  last  year's.  It 
strikes  the  best  possible  balance  between  our  two  overarching  ob- 
jectives, pursuing  our  national  interests  and  achieving  a  balanced 
budget  within  seven  years.  It  is  the  bare  minimum  we  need  to  con- 
duct a  foreign  policy  that  projects  the  United  States  and  maintains 
American  leadership. 

Mr.  Chairman,  I  appreciate  very  much  your  commitment  with  re- 
spect to  our  budget  request  and  the  fact  that  you  feel  that  we  can 
achieve  satisfactory  funding  within  that  request,  which  you  noted 
is  more  moderate  than  last  year. 

Let  me  address  in  detail  how  our  budget  will  help  us  meet  three 
sets  of  challenges  for  this  year  and  beyond:  pursuing  peace  and  sta- 
bility in  regions  of  vital  interest;  confronting  new  transnational  se- 
curity threats,  and  promoting  open  markets  and  prosperity. 

First,  Mr.  Chairman,  let  me  discuss  key  regions  where  we  are 
pursuing  peace.  In  each  instance,  our  assistance  not  only  builds  se- 
curity, but  also  leverages  support  from  our  friends  and  allies  for 
our  common  goals. 

Two  weeks  ago  the  President  affirmed  America's  leading  role  for 
peace  in  the  Middle  East  in  his  visits  to  Egypt  and  Israel.  The 
Summit  of  Peacemakers  demonstrated  dramatically  that  Israel  now 
has  partners  in  the  region  who  stand  with  it  against  terrorism.  It's 
striking  for  me  to  think  that  if  those  terrible  events  had  happened 
three  years  ago,  Israel  would  have  been  largely  alone  at  a  con- 
ference of  the  kind  that  we  had  at  Sharm  el-Sheikh.  On  his  visit 
to  Israel,  the  President  renewed  America's  commitment  to  provide 
them  the  moral  and  material  support  that  that  nation  needs  to 
fight  terror  and  to  achieve  peace  with  security. 

The  government  of  Israel  worked  with  us  to  identify  critical  anti- 
terrorism needs  totalling  $100  million.  I  urge  you  to  act  imme- 
diately on  the  President's  request  for  an  additional  $50  million  this 
year  to  be  offset  by  inflation  savings  from  the  Department  of  De- 
fense accounts.  These  funds  will  help  meet  Israel's  urgent  needs, 
including  bomb-sniffing  devices  and  x-ray  equipment,  as  well  as 
training  and  technical  cooperation. 

Mr.  Chairman,  you  raised  some  questions  about  this  funding  for 
the  Middle  East,  and  I  want  to  pause  from  my  statement  to  com- 
ment on  that.  The  United  States'  support  for  the  Middle  East  peace 
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process  has  been  strongly  in  our  national  interest  and  has  pro- 
duced very  striking  progress  over  the  last  three  years.  We,  I  think, 
have  created  a  situation  of  greater  stability  in  the  Middle  East,  and 
we've  ended  the  isolation  of  Israel.  The  Middle  East  is  transformed 
by  what  we  have  done  there.  Now  we  have  invested  a  great  deal 
of  money  in  that  since  the  Camp  David  process,  but  at  the  same 
time,  Mr.  Chairman,  I  think  that  the  amount  we've  spent  would  be 
dwarfed  by  the  amount  we  would  have  to  spend  if  a  war  broke  out 
again  in  the  Middle  East.  The  supplemental  that  we've  requested 
in  connection  with  the  terrorism  incidents,  I  believe,  is  very  well 
justified. 

It's  hard  for  Americans  to  grasp  the  situation  in  Israel — four  sui- 
cide bombings  in  a  period  of  ten  days  with  sixty  deaths  and  over 
two  hundred  injured.  It's  hard  for  me  to  contemplate  the  effect  of 
that  series  of  events  here  in  the  United  States.  It's  testimony  to  the 
strength  of  the  Israeli  people  that  they  have  withstood  that  and 
shown  resilience.  In  light  of  that,  I  think  we're  duty-bound  to  re- 
spond. We've  been  in  discussions  with  them  about  various  kinds  of 
anti-terrorism  equipment.  But  when  these  events  happened,  they 
came  to  us  and  said,  "We  need  more  bomb-sniffing  equipment.  We 
need  some  of  the  sophisticated  equipment  you  have  here."  And  the 
President  responded  to  this  request  with  a  proposal  to  provide  $50 
million  a  year  for  two  years.  That's  been  discussed  with  Secretary 
Perry  and  General  Shalikashvili,  and  they  are  fully  supportive  that 
those  funds  should  come.  Congress  willing,  from  the  050  account, 
that  is,  the  DOD  accounts  rather  than  the  150  account,  largely  be- 
cause the  150  account  has  been  so  severely  depleted  by  other  ef- 
forts. It  comes,  as  I  say  in  my  statement,  from  the  inflation  savings 
that  the  DOD  account  has,  which  is  such  a  larger  account. 

Mr.  Chairman,  I  think  I  feel  differently  from  you  on  this,  and 
you  and  I  have  always  had  an  open  and  candid  relationship.  I 
think  this  is  not  the  time  for  us  to  change  our  allocations  to  the 
Middle  East.  In  the  face  of  this  recent  terrorism,  I  think  the  United 
States  would  not  be  well  advised  to  try  to  pull  back  at  the  present 
time.  Someday,  hopefully,  peace  and  stability  will  enable  us  to 
change  our  support  and  modify  it  in  some  way,  but  I  do  not  believe 
this  is  the  right  time.  I  think  it  is  the  wrong  time  for  us  to  pull 
back  support  for  the  peace  process  and  to  pull  back  from  support 
of  those  who  are  taking  risks  for  peace  and  who  are  facing  terror- 
ism on  a  day-to-day  basis. 

Our  new  budget,  as  you  say,  allocates  $5.25  billion  to  sustain  our 
efforts  at  this  crucial  moment  in  the  peace  process.  It  includes  our 
continued  investment  in  the  security  and  economic  development  of 
Israel  and  Egypt  and  also  addresses  Jordan's  security  and  eco- 
nomic needs.  Our  request  for  the  West  Bank  and  Gaza  provides  an 
opportunity  for  us  to  demonstrate  for  the  people  of  Palestine  the 
concrete  benefits  of  peace  to  ease  the  poverty  that  has  bred  terror- 
ism over  the  years  and  also  is  very  useful  in  leveraging  other  coun- 
tries to  support  our  efforts. 

Moving  on  to  another  subject,  Mr.  Chairman,  last  week  we 
marked  the  90th  day  of  our  NATO  mission  in  Bosnia.  Our  troops 
have  met  their  first  critical  challenge.  They've  overseen  the  with- 
drawal of  the  warring  parties  from  the  lines  over  which  they  fought 
and  died  for  four  years.  I  appreciate  very  much  the  members  of  this 


committee,  including  the  chairman,  who  have  visited  Bosnia,  and 
the  tremendous,  superb  job  done  by  our  armed  forces  there  under 
very  difficult  circumstances. 

We  now  move  to  a  new  and  delicate  phase  of  the  operation.  The 
killing  has  ended  in  Bosnia,  but  peace  in  the  fullest  sense  of  the 
word  has  not  yet  arrived.  Our  challenge  now  is  to  help  rebuild 
Bosnia,  to  hold  free  elections,  to  build  accountable  police  forces,  to 
build  accountable  institutions,  and  to  seek  justice  in  the  War 
Crimes  Tribunal  for  the  atrocities  that  have  been  committed  there. 

I  attended  meetings  in  Geneva  and  Moscow  last  week  where  we 
made  progress  in  this  new  phase  of  the  Bosnia  situation,  but  much 
remains  to  be  done.  The  civilian  effort  simply  cannot  succeed,  and 
peace  will  not  endure,  unless  we  have  international  assistance  for 
the  civilian  effort  being  made  in  Bosnia. 

The  non-military  assistance  we  are  requesting  for  this  year  and 
for  1997  will  train  new  and  reliable  police  officers.  It  will  help  to 
de-mine  Bosnia's  roads  and  fields.  It  will  help  demobilized  soldiers 
there  make  the  transition  to  peace. 

This  is  work  that  the  United  States  cannot  and  should  not  and 
will  not  do  alone.  Our  request  foi*  a  $200  million  supplemental  this 
year  will  leverage  many  times  that  amount  from  Europe,  the  Mid- 
dle East,  and  Asia  as  well  as  from  the  World  Bank  and  the  IMF. 
But  if  our  supplemental  request  is  not  approved  by  April  12,  our 
partners  may  not  do  their  share  and  the  peace  process  will  be  put 
in  jeopardy.  Therefore,  Mr.  Chairman,  I  earnestly  request  that  you 
do  ever3rthing  you  can  to  have  Congress  act  on  this  $200  million 
before  the  Easter  recess. 

The  April  12  date  that  I  speak  of  is  a  pledging  conference  to  try 
to  encourage  other  nations  to  support  our  efforts  in  Bosnia.  If  we 
go  to  that  conference  without  having  made  good  on  our  $200  mil- 
lion pledge,  one  that's  been  discussed  within  this  government,  I 
think,  for  at  least  60  days,  then  our  efforts  will  be  greatly  handi- 
capped, and  our  leverage  will  be  almost  zero. 

When  I  was  in  Moscow  attending  a  conference  with  the  other  for- 
eign ministers,  great  skepticism  was  indicated  about  whether  we 
would  be  able  to  come  forward  with  the  money  that  we've  prom- 
ised. Since  I  think  that  there's  a  wide  degree  of  agreement  within 
our  Government  that  these  funds  should  ultimately  be  made  avail- 
able, I  urge  in  the  strongest  terms,  Mr.  Chairman,  that  we  do  that 
before  the  Easter  recess  and  that  that  item  be  part  of  whatever  leg- 
islation be  enacted  between  now  and  Easter.  Having  come  this  far, 
and  invested  so  much,  we  must  not  endanger  the  gains  that  we 
have  made  by  failing  to  provide  the  funds. 

Our  work  in  Bosnia  and  the  Middle  East  has  been  advanced  by 
our  cooperation  with  Russia.  This  cooperation  has  been  made  pos- 
sible in  turn  by  Russia's  political  and  economic  transformation. 
That's  why  our  financial  assistance  is  helping  to  strengthen  Rus- 
sia's democratic  institutions  and  the  underpinnings  of  a  market 
economy  in  Russia.  Most  of  our  aid  in  Russia  now  goes  to  private 
organizations  and  local  governments  and  focuses  on  support  for 
concrete  projects  such  as  reactor  safety,  development  of  a  clear  tax 
code,  and  free  media. 

Russia  receives  only  $173  million  out  of  the  $640  million  we  have 
requested  for  the  New  Independent  States.  International  Affairs 
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funding  for  Ukraine  exceeds  funding  for  Russia  this  year.  Ukraine 
is  now  our  fourth-largest  recipient  of  assistance,  reflecting  that 
country's  progress  on  economic  and  political  reform  and  our  com- 
mitment to  its  security  and  prosperity. 

I  was  in  Ukraine  last  week,  and  I  must  say  that  the  progress 
that's  being  made  there  is  very  encouraging.  That  country  has 
about  as  sordid  and  difficult  a  past  as  can  possibly  be  imagined, 
but  its  new  leadership  is  moving  forward  on  the  democratic  front 
as  well  as  on  the  search  for  a  market  economy. 

In  Haiti,  President  Clinton's  firm  policy  of  engagement  has  al- 
lowed American  troops  to  come  in  peace  and  leave  on  time.  Over 
the  last  18  months,  security  and  human  rights  conditions  have  im- 
proved dramatically  in  Haiti.  President  Preval's  inauguration  last 
month  was  Haiti's  first  peaceful  transfer  of  power  from  one  elected 
government  to  another. 

During  President  Preval's  visit  last  week,  we  discussed  the  for- 
midable challenges  that  poverty,  violence,  and  under-development 
still  pose  to  the  Haitian  people,  and  I  think  we  emphasized  the 
need  for  Haiti  to  keep  moving  forward  on  basic  economic  reforms 
and  privatization  and  to  make  sure  that  those  efforts  stay  on 
course.  The  costs  of  helping  the  Haitian  people  institute  judicial  re- 
form, to  train  police,  and  to  improve  health  care  and  education  are 
quite  modest  compared  with  the  costs  of  dealing  with  the  con- 
sequences of  dictatorship  and  disintegration  in  Haiti. 

East  Asia  is  another  region  in  which  we  have  a  vital  interest  in 
maintaining  peace.  Through  our  military  and  diplomatic  presence, 
we  made  it  clear  to  Beijing  that  grave  consequences  would  flow 
from  the  use  of  force  in  resolving  the  Taiwan  issue.  We  acted  to 
reduce  the  risk  of  miscalculation  and  to  make  clear  our  abiding  in- 
terest in  the  peaceful  resolution  of  issues  between  China  and  Tai- 
wan— which  is  certainly  a  key  underpinning  of  our  longstanding 
one-China  policy.  We  congratulate  the  people  of  Taiwan  on  their 
historic  democratic  transformation.  We  welcome  the  public  state- 
ments this  week  by  both  Beijing  and  Taipei  which  emphasize  their 
willingness  to  address  their  differences  peacefully  and  to  directly 
resume  the  cross-straits  dialogue  which  is  the  only  ultimate  resolu- 
tion to  that  problem. 

As  everyone  knows,  we  have  other  serious  differences  with 
China,  and  we  are  firmly  pressing  American  interests  in  non-pro- 
liferation, human  rights,  and  trade.  There  are  also  a  number  of  is- 
sues where  it  is  essential  that  we  work  together.  The  best  way  for 
us  to  pursue  our  common  interests  is  through  a  consistent  policy 
of  engagement  with  China.  In  that  spirit,  I  will  meet  with  Vice  Pre- 
mier and  Foreign  Minister  Qian  Qichen  on  April  19  in  the  Nether- 
lands both  to  address  our  concerns  and  to  try  to  move  our  coopera- 
tion forward  in  a  relationship  where  our  engagement  is  so  impor- 
tant, even  though  we  do  have  strong  differences. 

As  I  said  earlier,  Mr.  Chairman,  we  also  face  the  challenge  of  de- 
fending America  from  transnational  security  threats.  President 
Clinton's  United  Nations  speech  last  October  emphasized  that  pro- 
liferation, terrorism,  international  crime,  drugs,  and  environmental 
damage  threaten  all  nations  in  this  interdependent  world. 

To  confront  the  dangers  of  proliferation,  we  will  push  hard  at 
next  month's  Moscow  nuclear  summit  for  additional  steps  to  stem 
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weapons  proliferation  and  to  increase  nuclear  safety.  And  this  year, 
one  of  our  highest  priorities  is  to  complete  the  Comprehensive  Test 
Ban  Treaty. 

One  of  the  major  achievements  of  this  Administration  has  been 
the  freezing  of  North  Korea's  nuclear  program  in  its  tracks.  The 
Korean  Peninsula  Energy  Development  Organization,  known  as 
KEDO,  was  established  to  implement  the  framework  agreed  be- 
tween the  United  States  and  North  Korea,  and  we  have  made  sig- 
nificant progress  in  carrying  forward  that  agreement.  This  budget 
requests  funding  for  KEDO,  a  necessary  investment  to  secure  these 
gains  as  well  as  to  ensure  the  cooperation  and  contributions  of 
South  Korea  and  Japan — contributions,  which,  I  must  say,  dwarf 
our  own  and  make  our  modest  amounts  a  very,  very  good  invest- 
ment. 

Pariah  states  like  Iran,  Iraq,  and  Libya  must  also  be  prevented 
from  acquiring  weapons  of  mass  destruction.  Last  week,  the  United 
Nations'  chief  weapons  inspector  voiced  concern  that  even  five 
years  after  its  defeat  in  the  Gulf  War,  Iraq  may  still  be  hiding 
more  than  a  dozen  missiles  with  biological  warheads.  This  is  yet 
another  reminder  that  sanctions  against  Saddam  must  be  main- 
tained, and  we  must  maintain  our  support  for  the  International 
Atomic  Energy  Agency  both  in  Iraq  as  well  as  around  the  rest  of 
the  world.  We  must  also  work  to  ratify  the  Chemical  Weapons  Con- 
vention this  year. 

I  must  say  that  the  funds  that  are  allocated  for  the  International 
Atomic  Energy  Agency  this  year  are  very  well  justified  funds.  That 
agency  has  a  worldwide  reputation  for  objectivity,  and  it  certainly 
has  served  us  exceedingly  well  in  Iraq. 

Our  foreign  policy  has  put  new  emphasis  on  fighting  inter- 
national criminals,  terrorists,  and  drug  traffickers.  The  President's 
appointment  of  General  Barry  McCaffrey  will  intensify  our  counter- 
narcotics  program  both  at  home  and  abroad,  which  will  include  the 
interdiction  of  drug  supplies. 

This  year  we  are  requesting  a  substantial  increase  over  last 
year's  appropriation  for  law  enforcement  training  programs  in 
Latin  America,  Central  Europe,  and  the  New  Independent  States 
as  well  as  a  modest  increase  in  our  global  anti-terrorism  assistance 
programs. 

This  year  we're  putting  a  new  focus  on  protecting  our  environ- 
ment. Our  environmental  cooperation  advances  a  range  of  our  in- 
terests as  basic  as  the  health  of  our  citizens  and  as  complex  as  the 
survival  of  whole  ecosystems.  We  are  making  greater  use  of  envi- 
ronmental initiatives  to  promote  our  strategic  and  economic  goals. 
We  are  encouraging  water  projects  in  the  Middle  East  and  helping 
our  environmental  industries  here  in  the  United  States  capture  a 
larger  share  of  a  $400  billion  global  market.  Another  $100  million 
contribution  to  the  Global  Environment  Facility  supports  efforts  to 
protect  the  ozone  layer,  shield  Americans  from  skin  cancer,  and  to 
preserve  endangered  species. 

Our  population  and  sustainable  development  programs  can  make 
a  decisive  difference  in  easing  threats  to  our  prosperity  and  global 
stability.  Our  request  for  $3.8  billion  includes  United  States  AID 
programs  and  voluntary  contributions  to  international  organiza- 
tions that  promote  economic  growth. 


10 

Our  assistance  to  Africa,  which  is  contained  in  the  budget  that 
you  will  review,  must,  I  believe,  Mr.  Chairman,  be  maintained,  es- 
pecially at  a  time  when  many  countries  are  making  quiet  progress 
to  stabilize  their  economies  and  to  move  toward  democracy. 

Our  humanitarian  aid  benefits  not  only  the  3  million  children  a 
year  we  vaccinate  and  the  thousands  of  disaster  victims  we  help 
house,  clothe,  and  feed;  it  also  provides  funds  to  research  and  treat 
infectious  diseases  like  Ebola  and  malaria,  to  help  refugees  return 
as  soon  as  they  can.  This  is  humanitarian  aid  that  we  can  be  proud 
to  use  very  effectively  around  the  world. 

Finally,  Mr.  Chairman,  this  Administration  has  placed  the  high- 
est priority  on  creating  jobs  for  Americans  at  home  by  opening 
markets  abroad.  We  are  removing  barriers  to  trade  and  investment 
across  the  Pacific  through  the  organization  called  APEC,  across  the 
Atlantic  through  the  European  Union,  and  throughout  the  Ameri- 
cas through  the  Miami  summit  process.  Our  bilateral  negotiations 
are  also  producing  very  important,  market-opening  results,  like  our 
20  agreements  with  Japan.  This  year  our  watchword  is  implemen- 
tation, making  sure  that  the  trade  commitments  that  we  have  re- 
ceived open  up  new  opportunities  for  American  companies  and 
workers. 

We  are  requesting  $639  million  to  promote  trade  and  investment 
opportunities  for  American  business  through  the  Ex-Im  Bank, 
OPIC,  and  TDA  to  support  our  $15  to  $20  billion  in  exports  and 
up  to  300,000  American  jobs  through  these  very  important  agencies 
that  this  committee's  budget  supports. 

Let  me  state  the  absolute  vital  importance  of  our  diplomatic 
posts  around  the  world  and  the  people  who  work  in  them.  Without 
the  platforms  that  our  embassies  provide,  we  could  not  track  down 
terrorism  or  follow  the  situation  of  religious  minorities  in  Eastern 
Europe  or  America  who  are  held  captive  frequently  around  the 
world  and  who  need  our  services.  We  could  not  help  stop  tropical 
diseases  where  they  start  if  we  didn't  have  our  embassies  around 
the  world,  nor  could  we  help  to  make  new  opportunities  for  Amer- 
ican businesses. 

Just  as  in  the  private  sector,  however,  our  people  need  resources 
to  do  the  job.  With  the  eight-tenths  of  one  percent  of  our  national 
budget  that  we  are  requesting  from  this  subcommittee,  we  carry 
out  the  foreign  policy  of  this  great  nation  to  meet  our  national 
needs  and  to  provide  security,  growth,  and  leadership  for  the  next 
American  century.  The  amount  we're  asking  for,  I  believe,  Mr. 
Chairman,  is  a  sensible  bargain  that  the  American  people  can  sup- 
port when  they  understand  the  programs  fully. 

Thank  you  very  much. 

[The  statement  of  Secretary  Christopher  follows:] 
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Mr.  Chairman  and  members  of  the  Subcommittee:   I  am  glad  to 
appear  again  before  the  House  Foreign  Operations  Subcommittee.   I 
look  forward  to  consulting  with  you  as  the  new  budget  cycle 
begins. 

The  budget  that  we  consider  today  is  about  much  more  than 
dollars  and  cents.   It  poses  a  fundamental  choice  to  this 
Congress:   will  we  advance  the  interests  of  the  American  people 
and  maintain  American  leadership  in  the  world?  Or  will  we 
undermine  the  progress  we  have  made  and  miss  the  opportunities 
before  us? 

Will  we  continue  to  work  for  peace  and  security  in  regions 
of  vital  importance,  or  will  we  ignore  threats  until  they  reach 
our  shores?   Will  we  sustain  the  alliances  and  institutions  we 
created  after  the  Second  World  War,  or  will  we  walk  away  from  our 
commitments  and  leave  ourselves  no  option  but  to  face  future 
crises  alone?  Will  we  confront  new  threats  that  respect  no 
borders,  or  will  we  leave  our  children  a  world  beset  by  nuclear 
proliferation,  terrorism  and  environmental  crisis? 

President  Clinton  has  made  his  choice.   He  has  understood 
the  central  lesson  of  this  century:   that  America  must  lead. 
That  is  also  the  lesson  of  the  last  three  years.   Think  of  what 
our  leadership  has  accomplished: 

We  ended  the  deadly  war  in  Bosnia  and  eliminated  the  threat 
it  posed  to  security  and  stability  in  the  heart  of  Europe.   We 
stopped  the  flight  of  Haitian  refugees  to  our  shores  and  gave 
that  nation  a  chance  to  build  democracy  and  prosperity.   We 
achieved  the  indefinite  and  unconditional  extension  of  the 
Nuclear  Non-Proliferation  Treaty  and  committed  over  100  countries 
never  to  build  nuclear  weapons.   Nuclear  missiles  in  the  former 
Soviet  Union  no  longer  target  American  cities.   The  North  Korean 
nuclear  program  is  on  its  way  to  the  scrap  heap.   And  our 
economic  diplomacy  has  fueled  an  export  boom  and  created  more 
than  a  million  high-paying  American  jobs. 

America  has  stood  with  those  who  take  bold  risks  for  peace. 
We  have  helped  Israel  and  its  Arab  neighbors  make  historic 
strides  toward  a  comprehensive  peace.   We  have  helped  the  people 
of  Northern  Ireland  move  toward  a  just  and  lasting  settlement. 
And  in  the  wake  of  cowardly  terrorist  attacks  in  recent  weeks. 
President  Clinton  has  stood  by  the  peacemakers. 

The  foreign  policy  achievements  of  this  Administration  have 
been  possible  because  we  have  not  hesitated  to  lead.   Our 
investments  are  paying  off  for  the  American  people.   Our  nation 
is  safer.   Our  economy  is  stronger.   And  our  values  are 
ascendant. 

Mr.  Chairman,  the  kind  of  leadership  that  produced  these 
achievements  cannot  be  sustained  on  the  cheap,  unless  we  want  to 
shortchange  the  American  people.   Nor  can  we  rely  on  military 
strength  alone  to  project  our  leadership,  unless  we  want  to  use 
our  military  all  the  time.   That  would  be  costly  in  dollars  and 
lives  that  we  cannot  afford  to  waste. 
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Yet  the  total  International  Affairs  budget  has  fallen  by  51% 
in  real  terms  since  1984.   Our  $19.2  billion  request  for  1997, 
including  $12.8  billion  from  this  Subcommittee,  is  lower  than 
last  year's.   It  strikes  the  best  possible  balance  between  our 
two  overarching  objectives —  pursuing  our  national  interests  and 
achieving  a  balanced  budget  within  seven  years.   It  is  the  bare 
minimum  we  need  to  conduct  a  foreign  policy  that  protects  the 
United  States  and  maintains  American  leadership. 

Let  me  address  in  detail  how  our  budget  will  help  us  meet 
three  sets  of  challenges  for  this  year  and  beyond:   pursuing 
peace  and  stability  in  regions  of  vital  interest;  confronting 
transnational  security  threats;  and  promoting  open  markets  and 
prosperity. 

Pursuing  Peace  and  Security  in  Regions  of  Vital  Interest 

First,  Mr.  Chairman,  let  me  discuss  key  regions  where  we  are 
pursuing  peace.   In  each,  our  assistance  not  only  builds  security 
but  also  leverages  support  from  our  friends  and  allies  for  our 
common  goals. 

Two  weeks  ago.  President  Clinton  reaffirmed  America's 
leading  role  for  peace  in  the  Middle  East  in  his  visits  to  Egypt 
and  Israel.   The  Summit  of  the  Peacemakers  in  Sharm  el-Sheikh 
brought  together  29  world  leaders.   It  demonstrated  more 
dramatically  than  ever  before  that  Israel  now  has  partners  in  the 
region  who  stand  with  it  against  terrorism.   And  the  President's 
visit  to  Israel  demonstrated  once  again  to  its  people  that  the 
United  States  is  committed  to  giving  them  the  moral  and  material 
support  they  need  to  achieve  peace  with  security. 

Now  we  must  act  together.   Tomorrow  and  Friday,  experts  will 
meet  in  Washington  to  prepare  recommendations,  which  they  will 
present  to  Ministers,  for  implementing  the  Summit's  decisions 
quickly  and  effectively. 

We  are  determined  to  use  every  tool  at  our  disposal  to  fight 
terror  and  defeat  the  enemies  of  peace.   The  Government  of  Israel 
worked  with  us  to  identify  critical  anti-terrorism  needs 
totalling  $100  million.   I  urge  you  to  act  immediately  on  the 
President's  request  for  an  additional  $50  million  this  year,  to 
be  offset  by  inflation  savings  from  the  Department  of  Defense 
accounts.   The  funds  will  help  meet  Israel's  urgent  needs, 
including  bomb-sniffing  devices  and  x-ray  equipment.   We  will 
also  expand  training  and  technical  cooperation  with  Israel  to 
combat  terrorism. 

With  the  same  determination  that  we  used  to  forge  the  widest 
consensus  ever  against  terrorism  at  the  recent  Summit,  we  will 
continue  to  help  the  parties  find  a  lasting  and  comprehensive 
peace.   Our  new  budget  allocates  $5.25  billion  to  sustain  our 
efforts  at  this  crucial  moment  for  the  peace  process.   It 
includes  our  continued  investment  in  the  security  and  economic 
development  of  Israel  and  Egypt,  the  anchors  of  peace  and 
stability  in  the  region.   Our  assistance  to  Jordan  will  help 
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address  its  key  security  and  economic  needs  as  it  takes  ris'ks  for 
peace.   The  $75  million  we  request  for  the  West  Bank  and  Gaza 
will  assist  the  Palestinian  authorities  in  managing  areas  under 
their  control,  demonstrate  the  concrete  benefits  of  peace  to  the 
Palestinian  people,  ease  the  poverty  that  breeds  terrorism,  and 
help  mobilize  additional  support  from  the  international 
community. 

Mr.  Chairman,  last  week  we  marked  the  90th  day  of  the  NATO 
mission  in  Bosnia.   Our  troops  have  met  their  first  critical 
challenge —  overseeing  the  withdrawal  of  the  warring  parties  from 
the  lines  over  which  they  fought  and  died  for  four  years.   Every 
American  can  be  proud  of  the  role  our  armed  forces  and  our 
diplomats  played  in  making  this  success  possible.   Those  of  you 
who  have  visited  Bosnia  know  what  a  superb  job  our  people  are 
doing  in  very  difficult  circumstances. 

We  have  now  entered  a  new  and  delicate  phase  of  the 
operation.   The  killing  has  ended  in  Bosnia,  but  peace  in  the 
fullest  sense  of  the  word  has  not  yet  arrived.   Our  challenge 
today  is  to  help  the  people  of  Bosnia  begin  the  process  of 
reconstruction.   It  is  to  fully  deploy  the  civilian  police  force. 
It  is  to  give  life  to  the  political  institutions  the  Dayton 
agreement  created.   It  is  to  seek  justice  for  the  atrocities  that 
were  committed. 

We  made  progress  on  all  these  issues  last  week  in  Geneva  and 
Moscow.   The  parties  agreed  to  cooperate  with  IFOR  to  deal  with 
threats  and  violence  in  areas  being  transferred  under  the 
agreement.   Serbia  and  Croatia  agreed  to  turn  over  three  indicted 
war  crimes  suspects  to  the  War  Crimes  Tribunal.   The  parties  in 
Bosnia  agreed  to  release  the  remaining  prisoners  of  war  and  to 
accept  ground  rules  making  it  possible  to  hold  free  and  fair 
elections  later  this  year,  the  next  critical  milestone  on  the 
road  to  peace.   The  fundamental  responsibility  for  these  tasks 
lies  with  the  parties.   But  without  international  assistance, 
civilian  efforts  cannot  succeed  and  peace  will  not  endure. 

The  assistance  we  announced  last  December  has  already  helped 
Bosnians  rebuild  their  homes,  provided  fuel  and  clothing  for  the 
winter,  and  created  short-term  employment.   The  non-military 
assistance  we  are  requesting  for  this  year  and  for  1997  will 
train  new  and  reliable  police  officers,  de-mine  Bosnia's  roads 
and  fields,  and  use  small  business  loans  to  help  demobilized 
soldiers  make  the  transition  to  peace.   Our  request  will  also 
help  establish  a  permanent  election  commission  to  ensure  free 
elections  after  IFOR's  departure. 

Let  me  be  clear:   this  is  work  that  the  United  States 
cannot,  should  not,  and  will  not  do  alone.   Our  request  for  a 
$200  million  supplemental  this  year  will  leverage  many  times  that 
amount  from  Europe,  the  Middle  East,  and  Asia,  as  well  as  from 
the  World  Bank  and  IMF.   But  if  our  supplemental  request  for  this 
year  is  not  approved  by  April  12,  our  partners  may  not  do  their 
share  and  the  peace  process  will  be  put  in  jeopardy.   Therefore, 
'it  is  imperative  that  Congress  act  on  this  request  before  the 
spring  recess. 
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Mr.  Chairman,  this  assistance  is  a  small  investment  to 
prevent  a  return  of  war  to  Bosnia.   Having  come  this  far  and 
invested  so  much,  we  must  not  endanger  our  gains  by  failing  to 
provide  these  funds . 

The  participation  in  IFOR  of  so  many  Central  and  Eastern 
European  countries  is  proving  the  value  of  the  Partnership  for 
Peace,  through  which  they  trained  and  planned  with  NATO  forces 
for  two  years.   Without  their  involvement  and  the  logistical 
support  that  countries  like  Hungary  have  provided  U.S.  troops, 
the  international  coalition  to  restore  peace  to  Bosnia  could  not 
exist.   Cooperation  in  IFOR  and  through  the  Partnership  is  also 
preparing  the  way  for  interested  nations  to  join  NATO.   The  $60 
million  we  are  requesting  from  this  subcommittee  for  the 
Partnership  for  Peace  is  crucial  to  sustain  this  successful  new 
element  of  European  security. 

Our  work  for  peace  in  Bosnia  and  the  Middle  East  has  also 
been  advanced  by  our  cooperation  with  Russia.   We  are  continuing 
our  cooperation  in  other  areas  critical  to  our  security  as  well. 
We  have  already  achieved  massive  reductions  in  nuclear  arsenals 
and  made  nuclear  materials  more  secure.   Last  week  in  Moscow,  we 
made  important  progress  on  our  common  efforts  to  achieve  a 
Comprehensive  Test  Ban  Treaty  this  year.   We  also  prepared  the 
agenda  for  the  President's  April  trip  to  Moscow  to  attend  the  P-8 
nuclear  siimmit  and  meet  with  President  Yeltsin. 

Of  course,  we  continue  to  have  important  differences  such  as 
the  war  in  Chechnya,  NATO  enlargement,  and  Russia's  nuclear 
cooperation  with  Iran.   The  challenge  we  face  is  cooperating 
where  our  interests  coincide  and  managing  our  differences 
candidly  and  constructively. 

While  multi-party  elections  and  free-market  principles  are 
increasingly  facts  of  life  in  Russia,  reform  is  under  strain. 
The  people  of  Russia  face  an  important  choice  in  the  June 
presidential  election —  a  contest  in  which  the  United  States  is 
and  should  be  neutral.   Our  responsibility  is  to  support  the 
process  of  free  and  fair  elections,  and  continued  political  and 
economic  reform.   The  bottom  line  is  clear:   our  assistance  is 
helping  to  strengthen  Russia's  democratic  institutions  and  the 
underpinnings  of  a  market  economy —  in  which  three-quarters  of 
Russian  enterprises  are  now  in  some  form  of  private  ownership. 
Most  of  our  assistance  now  goes  to  private  organizations  and 
local  governments  and  focuses  on  concrete  objectives  such  as 
reactor  safety,  development  of  a  clear  tax  code,  and  support  for 
free  media. 

In  light  of  the  progress  made  so  far,  new  reform  efforts  in 
the  other  New  Independent  States  and  our  budget  realities,  U.S-. 
assistance  to  Russia  has  declined  sharply  since  1994.   Russia 
will  receive  only  $173  million  out  of  the  $640  million  we  have 
requested  for  the  NIS.   Where  we  see  opportunities  to  lock  in 
important  progress,  funding  has  risen.   International  Affairs 
funding  for  Ukraine  exceeds  funding  for  Russia  this  year. 
Ukraine  is  now  our  fourth-largest  recipient  of  assistance. 
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reflecting  that  country's  progress  on  economic  and  political 
reform  and  our  commitment  to  its  security  and  prosperity. 

Our  SEED  request  also  sounds  a  note  of  optimism  for  the 
region —  the  Czech  Republic,  Estonia,  and  Latvia  have  "graduated" 
from  its  programs.   With  the  Czech  Republic  now  in  the  OECD  and 
others  to  follow  soon,  this  assistance  has  achieved  its  goals  and 
is  no  longer  needed. 

In  Haiti,  President  Clinton's  policy  of  firm,  patient 
engagement  allowed  American  troops  to  come  in  peace  and  leave  on 
time.   The  last  American  troops  will  depart  April  15,  and  Canada 
has  agreed  to  lead  a  UN  follow-up  operation.   Over  the  last  18 
months,  security  and  human  rights  conditions  have  improved 
dramatically.   President  Preval's  inauguration  last  month  was 
Haiti's  firot-ever  peaceful  transfer  of  power  from  one  elected 
government  to  another. 

During  his  visit  last  week,  we  discussed  the  formidable 
challenges  poverty,  violence  and  under-development  still  pose  to 
the  Haitian  people,  and  the  need  for  Haiti  to  keep  basic  economic 
reforms  and  privatization  on  course.   The  costs  of  helping  the 
Haitian  people  institute  judicial  reform,  train  police,  and 
improve  health  care  and  education  are  modest  compared  with  the 
costs  of  dealing  with  the  consequences  of  dictatorship  and 
disintegration  in  Haiti.   Our  assistance  will  help  consolidate 
recent  progress  and  make  sure  that  we  realize  our  goal  of  a 
stable  Haiti  that  can  give  its  citizens  decent  lives  at  home. 

In  Northern  Ireland,  the  people  have  made  their  choice--  as 
President  Clinton  has  said,  "for  dialogue  over  division,  and  for 
hope  over  fear."  The  United  States  must  continue  to  stand  with 
them.   President  Clinton's  personal  leadership  and  the  bipartisan 
support  of  this  Congress  have  helped  bring  all-party  talks  within 
reach  and  encouraged  private-sector  investment  to  bring  jobs  and 
hope  to  the  people  of  Northern  Ireland.   Our  diplomacy  and 
economic  support  are  more  crucial  than  ever  to  point  the  way 
forward  toward  a  just  and  lasting  settlement. 

East  Asia,  of  course,  is  another  region  in  which  we  have  a 
vital  interest  in  maintaining  peace  and  stability.   Through  our 
military  and  diplomatic  engagement,  we  made  it  clear  to  Beijing 
that  grave  consequences  would  flow  from  the  use  of  force  to 
resolve  the  Taiwan  issue.   We  acted  to  reduce  the  risk  of 
miscalculation  and  to  make  clear  our  abiding  interest  in  the 
peaceful  resolution  of  issues  between  the  PRC  and  Taiwan--  a  key 
underpinning  of  our  long-standing  one -China  policy.   We 
congratulate  the  people  of  Taiwan  on  their  historic  democratic 
transformation.   We  welcome  the  public  statements  this  week  by 
both  Beijing  and  Taipei  emphasizing  their  willingness  to  address 
their  differences  peacefully  and  directly  through  the  resumption 
of  their  dialogue. 

Mr.  Chairman,  we  have  other  serious  differences  with  China 
and  are  firmly  pressing  American  interests  in  non-proliferation, 
trade  and  human  rights.   Because  we  have  seen  a  lack  of  progress 
on  human  right,  for  example,  we  are  working  with  the  European 
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Union  on  this  issue  at  the  UN  Human  Rights  Commission. 

We  also  have  a  number  of  issues  where  it  is  essential  that  we 
work  with  China.   Indeed,  we  have  successfully  cooperated  with 
China  in  banning  ballistic  missile  exports,  stopping  the  North 
Korean  nuclear  program,  building  peace  in  Cambodia,  repatriating 
illegal  aliens,  and  combating  drug  trafficking.   The  best  way  for 
us  to  pursue  our  interests  is  through  a  consistent  policy  of 
long-term  engagement.   In  that  same  spirit,  I  will  meet  with  Vice 
Premier  and  Foreign  Minister  Qian  Qichen  on  April  19  in  the 
Netherlands  both  to  address  our  concerns  and  to  move  our 
cooperation  forward. 

Confronting  Transnational  Security  Threats 

As  I  said  earlier,  we  also  face  the  challenge  of  defending 
Americans  from  transnational  security  threats.   President 
Clinton's  United  Nations  speech  last  October  emphasized  that 
proliferation,  terrorism,  international  crime,  drugs,  and 
environmental  damage  threaten  all  nations  in  this  interdependent 
world. 

We  must  continue  working  to  stop  the  spread  of  weapons  of 
mass  destruction,  the  gravest  potential  threat  to  the  United 
States  and  our  allies.   President  Clinton  will  push  hard  at  next 
month's  Moscow  nuclear  summit  for  additional  steps  to  stem 
proliferation,  increase  nuclear  safety,  and  halt  environmental 
damage . 

Building  on  our  success  in  gaining  the  indefinite  and 
unconditional  extension  of  the  Non-Proliferation  Treaty  last 
year,  another  landmark  is  within  reach:   a  Comprehensive  Test  Ban 
Treaty.   Last  week  I  met  with  the  key  negotiators  in  Geneva,  and 
I  am  glad  to  report  that  real  progress  is  being  made  toward 
completing  a  treaty  that  President  Kennedy  first  endorsed  35 
years  ago.   Our  objective  is  to  complete  a  Comprehensive  Test  Ban 
in  time  to  sign  it  this  year. 

One  of  the  major  achievements  of  this  Administration  has 
been  the  freezing  of  North  Korea's  nuclear  program  in  its  tracks. 
Since  the  U.S.-DPRK  Framework  was  signed  in  October  1994,  North 
Korea's  nuclear  facilities  have  been  frozen  under  effective 
monitoring  by  the  International  Atomic  Energy  Agency.   The  Korean 
Peninsula  Energy  Development  Organization  (KEDO)  that  we  helped 
establish  to  implement  the  Framework  has  made  significant 
progress.   Last  December,  KEDO  and  the  DPRK  signed  a  far-reaching 
agreement  to  provide  the  DPRK  with  proliferation-resistant  light- 
water  reactors  and  enable  the  IAEA  to  resume  inspections  of 
nuclear  facilities  not  subject  to  the  freeze.   This  budget 
requests  funding  for  KEDO —  a  necessary  investment  to  secure 
these  gains  as  well  as  the  contributions  of  South  Korea  and 
Japan,  which  dwarf  our  own. 

Pariah  states  like  Iraq,  Iran,  and  Libya  must  also  be 
stopped  in  their  efforts  to  acquire  weapons  of  mass  destruction. 
The  information  that  UN  inspectors  have  uncovered  on  Iraq's 
biological  program  is  chilling.   It  is  now  clear  that  Saddam 
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Hussein  possessed  biological  weapons  and  was  on  the  verge  of 
using  them  against  civilians  in  the  Gulf  War.   Last  week,  the 
UN's  chief  Iraq  weapons  inspector  voiced  concern  that  even  five 
years  after  its  defeat  in  the  Gulf  War,  Iraq  may  still  be  hiding 
more  than  a  dozen  missiles  with  biological  warheads.   This  is  yet 
another  reminder  that  Saddam  has  not  disavowed  his  pursuit  of 
weapons  of  terror  and  that  sanctions  must  be  maintained--  and 
that  we  must  maintain  our  support  for  the  IAEA's  important  work 
in  Iraq  and  around  the  world.   And  it  is  also  a  reminder  of  why 
we  must  ratify  the  Chemical  Weapons  Convention  this  year. 

We  have  also  put  new  emphasis  on  the  fight  against 
international  criminals,  terrorists  and  drug  traffickers.   The 
President's  appointment  of  General  Barry  McCaffrey  to  spearhead 
our  counter-narcotics  campaign  will  intensify  our  efforts  at  home 
and  abroad-   including  interdiction.   My  trip  to  Latin  America 
and  the  Caribbean  last  month  marked  significant  development  in 
our  anti-narcotics  cooperation  with  Caribbean  nations.   In 
Trinidad,  we  signed  the  first  of  a  series  of  agreements  providing 
for  broader  cooperation  with  American  anti-narcotics  operations. 
We  are  absolutely  determined  to  stop  the  flow  of  drugs  at  the 
source,  in  transit,  and  on  entry  to  the  United  States. 

This  year  we  are  requesting  a  substantial  increase  over  last 
year's  appropriation  for  law  enforcement  training  programs  in 
Latin  America,  Central  Europe,  and  the  NIS  and  a  modest  increase 
in  our  global  anti-terrorism  assistance  programs.   We  will  step 
up  our  crop  substitution  programs  and  our  aerial  support  in  the 
Andes.   And  we  will  enhance  our  anti-heroin  efforts  in  South  and 
Southeast  Asia. 

This  Administration  is  putting  a  new  focus  on  the 
international  dimensions  of  protecting  our  environment  this  year. 
We  have  increased  environmental  cooperation  with  our  global 
partners  and  encouraged  them  to  take  more  steps  to  preserve 
resources.   Our  common  agendas  with  Japan,  Brazil  and  India  are 
good  examples  of  how  we  use  our  diplomacy  to  advance  a  range  of 
our  interests  as  basic  as  the  health  of  our  citizens  and  as 
complex  as  the  survival  of  whole  ecosystems.   Last  month,  I 
visited  a  research  institute  run  jointly  by  the  Smithsonian 
Institution  and  the  Brazilian  Government  on  the  Amazon  River, 
where  research  is  aimed  at  protecting  biodiversity  and 
discovering  products  of  great  commercial  value. 

In  1996,  the  State  Department  is  fully  integrating 
environmental  goals  into  our  daily  diplomacy  for  the  first  time. 
We  are  making  greater  use  of  environmental  initiatives  to  promote 
our  larger  strategic  and  economic  goals.   For  example,  we  are 
encouraging  joint  water  projects  in  the  Middle  East  and  helping 
our  environmental  industries  capture  a  larger  share  of  a  $400 
billion  global  market.   And  through  our  $100  million  contribution 
to  the  Global  Environment  Facility,  we  support  efforts  to  protect 
the  ozone  layer,  shield  Americans  from  skin  cancpr,  and  preserve 
endangered  species. 

Our  population  and  sustainable  development  programs  can  make 
a  decisive  difference  in  easing  threats  to  our  prosperity  and 
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global  stability.   Our  request  for  $3.8  billion  includes  USAID 
programs  and  voluntary  contributions  to  international 
organizations  promoting  economic  growth. 

Where  these  important  issues  are  concerned,  polls  suggest 
that  many  Americans  see  their  country  as  a  generous  donor,  as 
generous  as  we  were  in  the  days  of  the  Marshall  Plan  when  as  much 
as  16  percent  of  our  budget  was  spent  on  foreign  aid.   But  the 
United  States  now  ranks  last  among  the  industrialized  countries, 
with  one-tenth  of  one  percent  of  our  Gross  Domestic  Product 
devoted  to  foreign  assistance.   This  should  hardly  be  a  source  of 
pride  at  a  time  when  so  many  countries  that  received  our  aid  in 
the  past  have  become  some  of  our  largest  trading  partners.   For 
example,  the  value  of  our  exports  to  Latin  America  in  1994  alone 
was  double  the  amount  of  aid  we  provided  in  the  previous  4  4 
years. 

Our  assistance  to  Africa  must  be  maintained,  especially  at  a 
time  when  many  countries  are  making  quiet  progress  in  stabilizing 
their  economies  and  moving  toward  democracy.   Our  $704  million 
budget  request  for  Africa  will  suppJort  critical  efforts  in  areas 
ranging  from  democratic  governance  to  population  stabilization. 
Our  assistance  directed  to  countries  in  Africa  and  elsewhere  is 
also  designed  to  strengthen  accountable  governments  that  respect 
human  rights.   Growing  out  of  our  conviction  that  democracy  and 
development  go  hand  in  hand,  our  efforts  through  AID  and  other 
programs  improve  the  prospects  for  open  societies  and  open 
markets  that  offer  stability  and  prosperity  to  their  citizens. 

Our  humanitarian  aid  benefits  not  only  the  three  million 
children  a  year  we  vaccinate  and  the  thousands  of  disaster 
victims  we  help  house,  clothe  and  feed.   It  is  also  in  America's 
interest  to  treat  and  research  infectious  diseases  like  Ebola  and 
malaria;  it  is  in  our  interest  to  help  refugees  return  as  soon  as 
they  can. 

This  year  we  have  requested  an  increase  to  restore  funding 
to  the  multilateral  development  banks.  As  you  know,  our 
contributions  to  the  banks  are  essential  to  leverage  the  balance 
of  the  banks'  funding  from  other  nations.   Moreover,  the  United 
States  is  leading  the  efforts  of  the  G-7  to  reform  the 
multilateral  banks  in  order  to  make  them  more  efficient  and 
effective.   It  is  worth  recalling  that  American  companies  win 
more  contracts  from  the  multilateral  development  banks  than  firms 
from  any  other  country.   We  cannot  reap  the  benefits  of  those 
reforms  for  American  interests  if  we  do  not  shoulder  our 
responsibilities . 

Promoting  Open  Markets  and  Prosperity 

Finally,  this  Administration  has  placed  the  highest  priority 
on  creating  jobs  for  Americans  at  home  by  opening  markets  abroad. 
We  are  removing  barriers  to  trade  and  investment  across  the 
Pacific  through  APEC,  across  the  Atlantic  with  the  European 
Union,  and  throughout  the  Americas  through  the  Miami  process. 
Our  bilateral  negotiations  are  also  producing  results,  including 
the  20  market-opening  agreements  we  have  reached  with  Japan.   Our 
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exports  to  Japan  are  now  rising  five  times  as  fast  as  imports. 
This  year  our  watchword  is  implementation —  making  sure  that 
these  trade  commitments  and  agreements  open  up  new  opportunities 
for  American  companies  and  workers  to  compete. 

Supporting  American  business  abroad  requires  constant  and 
meticulous  attention  from  our  diplomats  in  Washington  and  on  the 
spot  from  Singapore  to  Santiago.   It  requires  funding  for  posts 
and  personnel  as  well  as  programs  and  promotions.   It  cannot  be 
done  with  part-time  officials  in  a  world  of  24-hour  markets  and 
full-time  export  promotion  by  our  competitors. 

This  year  we  are  requesting  $639  million  to  promote  trade 
and  investment  opportunities  for  American  business  through  the 
Export-Import  Bank,  the  Overseas  Private  Investment  Corporation 
and  the  Trade  and  Development  Agency.   Their  programs  finance 
exports  of  American  goods  and  services,  provide  credit  services 
in  higher-risk  markets  like  those  of  the  NIS,  and  facilitate 
infrastructure  projects  for  U.S.  firms  in  the  big  emerging 
markets  of  Europe,  Asia  and  Latin  America.   And  they  support  $15- 
20  billion  in  American  exports  and  up  to  300,000  American  jobs. 

A  Sensible  Bargain  the  American  People  Can  Support 

Mr.  Chairman,  I  have  mentioned  several  times  in  this 
testimony  the  absolutely  vital  importance  of  our  posts  around  the 
world  and  the  people  who  work  in  them.   I  have  often  said  that 
our  diplomats  are  our  first  line  of  defense.   Over  recent  weeks  I 
have  presented  awards  to  employees  who  opened  an  Embassy  in  a  war 
zone;  who  drove  an  Ambassador  safely  out  of  an  ambush;  and, 
sadly,  to  the  family  of  a  man  who  died  in  the  effort  to  bring 
peace  to  Bosnia.   Their  service  represents  America  at  its  best. 
But  just  as  in  the  private  sector,  our  people  need  resources  to 
do  their  jobs. 

Without  the  platforms  that  our  embassies  provide  to  other 
federal  agencies  as  well  as  the  State  Departmenc,  we  could  not 
track  down  terrorists.   We  could  not  follow  the  situation  of 
religious  minorities  in  Eastern  Europe  or  Americans  held  captive 
anywhere  in  the  world.   We  could  not  help  stop  tropical  diseases 
where  they  start.   We  coiild  not  help  make  new  opportunities  for 
American  business. 

Those  who  would  retreat  from  our  commitments  and  abandon  our 
leadership  betray  a  lack  of  appreciation  for  what  America  has 
accomplished  in  the  last  50  years  and  a  lack  of  confidence  that 
our  great  nation  can  shape  the  future.   Yet  exactly  that  retreat 
would  be  brought  about  by  further  cuts  to  our  funding. 

With  the  eight-tenths  of  one  percent  of  our  national  budget 
that  we  are  requesting  from  this  subcommittee,  we  carry  out  the 
foreign  policy  of  this  great  nation  to  meet  our  nation's  needs 
and  provide  security,  growth  and  leadership  for  the  next  American 
century.   That  is  a  sensible  bargain  that  I  believe  the  American 
people  can  support. 

Thank  you  very  much. 
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Mr.  Callahan.  Well,  thank  you,  Mr.  Secretary.  I  wish  we  could 
get  the  American  people  to  fully  understand  these  programs  be- 
cause they  look  at  one  title  and  that  title  being  foreign  aid,  and  I 
don't  think  you  have  a  huge  majority  of  the  American  people  that 
are  supportive  of  foreign  aid.  And  maybe  you  are  right,  maybe  it's 
because  it's  not  been  adequately  explained  to  them. 

To  respond  briefly  to  a  few  of  your  comments,  Mr.  Secretary,  first 
of  all,  don't  let  me  mislead  you  in  my  opening  statement  about  the 
fact  of  your  budget  request  this  year  as  opposed  to  last  year.  I 
meant  that  you  had  come  more  in  my  direction.  You  can  convey  to 
the  President  that,  regretfully,  we're  going  to  have  to  cut  his  re- 
quest by  at  least  $1  billion.  So  I  don't  mean  to  imply  that  the  $12.8 
billion  met  with  my  full  approval.  We're  still  going  to  have  to  cut 
significantly,  and  we  want  to  work  with  you  so  we  can  make  these 
cuts  responsibly. 

ISRAEL 

You  mentioned  Israel  and  the  importance  of  ensuring  our  total 
support  for  Israel.  That's  not  the  question.  The  question,  Mr.  Sec- 
retary, is  we're  spending  nearly  50  percent  or  more  of  our  budget 
in  one  section  of  the  world.  In  this  hemisphere  we're  spending  a 
large  portion  of  the  money  available  for  economic  support  in  one 
tiny  country.  And  you  must  admit,  and  certainly  we  all  know,  that 
we're  going  to  have  to  do  more  with  fewer  dollars.  And  we're  going 
to  have  to  spread  this  smaller  pie  out  to  let  other  areas,  needy 
areas  of  the  world,  take  care  of  some  of  their  d3dng  children  and 
starving  children,  and  take  care  of  some  of  their  educational  needs. 

It  doesn't  mean  to  imply,  which  this  committee  did  not  imply  last 
year — ^you  know,  Israel  and  Egypt  were  not  cut  last  year.  It's  one 
of  the  few  things  that  was  not  cut.  Now  you  come  along  and  ask 
for  a  supplemental  to  give  that  area  of  the  world  an  increase.  And, 
by  us  cooperating  with  the  administration  and  with  our  allies  in 
the  Middle  East,  that  we  are  just  as  concerned  about  the  Middle 
East  as  anybody  else.  I  don't  think  Israel  asked  for  the  $100  mil- 
lion extra.  I  think  the  President  did  exactly  right  in  calling  that 
summit.  That's  responsible  foreigfn  policy.  By  calling  together  all  of 
these  nations  and  saying  that  Israel,  our  ally,  has  a  problem,  what 
can  we  collectively  do  to  help  Israel  at  this  time  in  her  history — 
you  know,  that  was  absolutely  right. 

The  $100  million,  while  certainly  Israel  probably  can  use  it,  so 
could  any  other  country;  so  could  this  country.  I  don't  think  that 
it  was  solicited.  I  think  that  it  was  something  that  we  thought 
might  sound  good,  that  we  thought  would  certainly  be  well  used. 
But  it's  actually  an  increase  over  the  1995  appropriation,  and  that 
causes  me  concern,  especially  when  we're  telling  everybody  else  in 
the  world  that  we  have  to  cut  back. 

So  I  just  wanted  to  make  that  clear,  that  it  was  not  a  lack  of  con- 
cern on  our  part.  It's  not  that  we  condone  in  any  way  the  brutal 
killings  that  have  taken  place.  The  President  did  the  exact  right 
thing  as  a  foreign  policy  leader  to  do  what  he  did,  and  that  was 
to  call  together  the  conference. 
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You  mentioned  the  $50  million,  that  you  wanted  it  to  come  out 
of  the  Department  of  Defense.  Specifically,  the  letter  you  sent  to 
me  asked  that  we  rescind  monies  from  military  construction.  And 
I'm  vice  chairman  of  military  construction.  Mr.  Secretary,  we  have 
70,000  American  soldiers  and  their  families  who  are  living  in  hous- 
ing conditions  that  are  inadequate.  We  are  telling  them  we  do  not 
have  the  money  to  build  all  of  the  facilities  they  need  to  bring  their 
standard  of  living  up.  And  for  the  administration  to  request  that 
we  take  money  from  that  possibility  to  provide  for  security  detec- 
tion for  Israel  is  the  wrong  way.  If  it  is  necessary  to  give  them  the 
$100  million,  so  be  it.  We'll  let  the  President  decide  that  this  is  im- 
portant to  our  foreign  policy.  So  I  don't  think  we  should  take  it  out 
of  MilCon,  and  we're  not  going  to  take  it  out  of  MilCon,  but  that 
was  how  you  originally  requested  it.  Now  I  think  you're  changing 
it  to  some  other  area  of  the  Department  of  Defense.  It  doesn't  make 
any  difference,  or  shouldn't  make  any  difference  to  you,  where  we 
take  the  money,  but  I'll  tell  you  we're  not  taking  it  out  of  military 
construction.  We're  going  to  find  it  because  the  President  made  this 
commitment,  but  we're  not  going  to  take  it  out  of — if  I  have  any 
final  say  so,  especially  out  of  military  construction. 

HAITI 

I  want  to  mention  that  Haiti  is  taking  more  and  more  of  the  per- 
centage of  monies  that  we  have  available  for  this  hemisphere,  and 
I'm  glad  that  we  helped  to  resolve  the  terrible  situation  in  Haiti. 
We  restored  democracy.  But  progress  is  not  being  made  there.  I 
had  your  Assistant  Secretary  over  here  just  last  week,  and  I  hope 
that  he  conveyed  to  you  my  concern  about  the  killings  and  murders 
that  are  taking  place  by  the  police  force  that  we  established.  And 
the  only  message  that  we're  getting  back  is  a  message  that  these 
people  that  committed  these  atrocities  are  being  transferred  to 
other  areas  of  the  Haitian  government.  These  are  things  that  we're 
concerned  about,  Mr.  Secretary. 

BOSNIA 

We're  going  to  grant  your  $200  million  request  for  the  first  step 
of  Bosnian  aid.  After  Mr.  Wilson  and  I  got  back  from  Bosnia,  we 
immediately  recommended  to  the  Congress  that  the  $200  million  or 
the  $600  million  be  awarded  expeditiously.  We're  doing  it  as  fast 
as  we  possibly  can.  Unfortunately,  at  this  time  in  our  legislative 
appropriation  process  we  have  a  few  other  problems,  too.  So,  I  want 
you  to  tell  the  President  that  we  did  exactly  what  he  wanted  to  do. 
We  put  the  first  $200  million  in  the  Continuing  Resolution,  and  to 
sign  it,  because  it's  not  going  to  be  the  Congress  turning  it  down. 
If  he  vetoes  the  bill,  it  would  be  the  President  turning  it  down.  So, 
we're  going  to  fulfill  that  request  on  the  $200  million  for  Bosnia. 

We  have  some  concerns.  We  talked  to  Strobe  Talbott  just  yester- 
day. We  talked  to  the  foreign  minister  of  Bosnia  yesterday.  We're 
still  concerned  about  the  foreign  forces  that  are  still  there.  Discrep- 
ancies exist  over  the  number.  Some  say  10,000;  some  say  200. 
Makes  no  difference.  If  it's  one,  it's  violative  of  the  policy  and  the 
Dayton  Accord  that  you  helped  to  draft.  So  we're  going  to  insist 
that  the  Bosnians  comply  with  the  Dayton  Peace  Accord.  And  we're 
going  to  have  to  put  some  language  of  contingency  in  the  bill  to  let 
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them  know  how  very  serious  we  are  about  the  removal  of  those  for- 
eign forces. 

I'm  going  to  slow  down  a  minute  and  give  my  ranking  Democrat 
here  time  to  ask  any  questions,  and  then  I'm  going  to  recognize 
Congressman  Lightfoot,  who  has  a  committee  hearing  of  his  own 
at  2:30,  and  we  wanted  to  let  him  ask  questions. 

ISRAELI  ANTI-TERRORISM  REQUEST 

Mr.  Wilson,  Mr.  Secretary,  I  have  a  slight  disagreement  with 
my  chairman,  which  is  unusual,  but  I  understand  the  need,  espe- 
cially symbolically,  for  the  $100  million  allocation  to  Israel  for  anti- 
terrorism. The  political  situation  in  Israel,  as  you  stated  very  elo- 
quently, is  volatile,  at  best.  It's  very  hard  to  imagine  any  demo- 
cratic society  that  would  be  able  to  undergo  the  stress  and  strains 
that  these  atrocious  murders  have  placed  on  that  government,  and 
so,  wherever  we  have  to  take  the  money,  I  support  it  because  I  just 
think  it's  necessary  for  us  to  try  to  brace  up  the  Israel  population 
and  make  them  understand  that  they  are  not  alone  in  this. 

I  also  want  to  agree  with  you  and  my  Chairman — I  don't  know 
how  many  more  trips  I'm  going  to  take  with  the  Chairman  because 
he  just  damn  near  killed  me  on  this  one.  [Laughter.] 

But  our  military  people  convinced  me  that  we  have  to  provide 
some  infrastructure  support,  we  have  to  provide  some  jobs  for  the 
soldiers  that  are  getting  out  of  the  Bosnian  army  and  the  Croatian 
army  and  the  Serbian  army,  and  that  the  bridges  and  roads  and 
railroads,  in  particular,  are  absolutely  a  necessity  for  any  hope  for 
peace  to  succeed  there. 

Now  I'd  like  to  bring  up  another  subject  which  is  not  as  volatile 
or  as  interesting  perhaps  as  those  are,  but  you  brought  it  up  three 
times  in  your  presentation.  I  should  have  called  you  Mr.  Secretary 
and  told  you  that  I  was  going  to  bring  this  up  to  give  you  a  little 
chance  to  prepare  for  it.  Since  I  neglected  to  do  that,  you  don't  have 
to  give  me  any  answers,  but  I  do  want  you  to  think  about  it. 

I'm  referring  in  particular  to  countries  that  are  large  recipients 
of  American  assistance,  or  countries  that  are  essentially  American 
protectorates,  like  Kuwait  who  make  it  impossible  for  American 
companies  to  compete  there  for  major  business  without  breaking 
American  law.  It's  a  very  serious  matter  for  the  Department  of 
State  and  for  the  United  States.  Would  you  agree  with  that? 

RESTRICTIONS  ON  U.S.  BUSINESS 

Secretary  Christopher.  Congressman,  that  particular  issue  has 
been  one  that  has  concerned  me  for  many,  many  years.  Frequently 
our  businesses  are  at  a  disadvantage  because  businesses  in  other 
countries  do  not  have  the  restrictions  that  are  properly  imposed  by 
our  anti-bribery  statutes.  Now,  I  think  that  the  answer  to  that  is 
not  to  lower  our  standards  but  to  try  to  lift  worldwide  standards. 
We've  been  working  very  hard  in  the  OECD  and  various  other  fora 
to  try  to  get  an  international  bribery  convention  adopted,  but  I  re- 
gard that  as  a  very  serious  problem  and  very  unfair  to  our  busi- 
nesses in  many  instances. 
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Mr.  Wilson.  Thank  you  very  much.  I  appreciate  that  answer, 
and  I  must  say  that,  as  far  as  I  know,  the  people  that  work  for  you 
are  all  on  board  in  trjdng  to  correct  these  things.  I  believe  a  lot  of 
times  we  say,  "Okay,  we're  trying  to  deal  with  this  multi-laterally." 
But  in  some  of  these  most  blatant  cases,  we  can  deal  with  it  unilat- 
erally. And  we  should  do  it.  I  believe  that  the  foreign  policy  of  the 
United  States  should  be  extremely  firm  and  say  to  Kuwait  for  in- 
stance, "Look,  if  you're  looking  to  us  for  protection,  you've  got  to 
treat  us  fairly.  We  should  say  you  can't  take  away  jobs  in  General 
Electric  and  in  Westinghouse.  High-paying  jobs  in  the  United 
States,  you  can't  give  them  to  the  Germans  or  the  French,"  because 
of  exactly  what  you  said  about  bribery  in  cases  when  "we're  a  low 
bidder."  I  would  hope  that  perhaps  it  would  be  serious  enough  that 
perhaps  the  State  Department  might  consider  a  task  force  on  the 
issue. 

Secretary  CHRISTOPHER.  We  should  consider  using  our  leverage 
in  an  appropriate  way  to  make  sure  that  there's  a  level  playing 
field  for  our  businesses.  I  know  that  you're  not  suggesting  that  we 
use  that  leverage  to  try  to  ensure  that  we  get 

Mr.  Wilson.  Absolutely  not. 

Secretary  Christopher  [continuing].  To  get  the  business,  only 
that  we  have  a  fair  chance  to  compete.  You  and  I  are  in  complete 
agreement  on  that  one. 

Mr.  Wilson.  Thank  you. 

Mr.  Callahan.  I  might  say,  Mr.  Wilson,  I'm  in  agreement,  too, 
and  hopefully  we're  going  to  have  our  1997  bill  passed  by  the  end 
of  May  this  year.  And  between  then  and  the  time  that  you  depart, 
I  think  it  would  be  good  to  have  a  committee  hearing  on  that,  be- 
cause I  know  personally,  too,  of  some  of  the  problems  that  are  ex- 
isting in  that  hemisphere  by  obvious  bribes  to  government  officials 
to  people  that  we  are  giving  aid  to,  denying  the  opportunity  for  our 
people  to  do  business  in  some  of  these  countries. 

Mr.  Lightfoot. 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman.  I  appreciate  your  in- 
dulgence, and  my  colleagues'  indulgence.  We've  got  to  go  find  out 
why  the  mail's  not  getting  through  in  about  six  minutes. 

CHINA 

Mr.  Secretary,  good  to  see  you  again.  You  and  I  have  had  a  num- 
ber of  discussions,  and  you  know  I've  supported  the  administra- 
tion's idea  of  delinking  human  rights  issues  from  renewal  in  Chi- 
na's MFN  status.  And  I  think  that  policy  deserves  as  much  as  time 
to  see  if  it's  going  to  work  as  we  gave  to  the  failed  policy  of  linkage. 

But,  like  many  of  my  colleagues  here  in  the  House,  we're  very 
concerned  with  the  PRC's  actions  as  relates  to  trade,  relates  to  Tai- 
wan, as  relates  to  Pakistan.  I  guess  the  question  is,  first  of  all,  did 
we  do  the  right  thing?  What  is  your  assessment  of  the  thinking  in 
Beijing  as  far  as  it  relates  to  the  trade  issue?  Is  all  this  noise  just 
posturing  by  their  leadership  trying  to  ascend  in  the  power  struc- 
ture or  are  they  going  to  be  a  new  power  source  that  we  are  going 
to  have  to  confront?  What  is  your  assessment  on  that,  sir? 

Secretary  Christopher.  Well,  Congressman,  there  are  a  lot  of 
questions  wrapped  up  in  your  series  of  comments.  I  do  think  we  did 
the  right  thing  in  de-linking  MFN  from  the  other  aspects.  I  don't 
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think  we  would  have  been  in  any  better  position  on  any  of  those 
sensitive  issues  if  we  had  not  granted  MFN.  I  think  granting  MFN 
has  brought  various  values  and  advantages  to  the  United  States. 

We  are  clearly  dealing  with  a  country  in  the  course  of  a  massive 
transformation.  There  is  transformation  to  a  market  economy. 
There  is  a  transformation  that  has  to  do  with  an  information  revo- 
lution that's  going  on  there.  With  the  tremendous  number  of  tele- 
vision sets,  cassettes,  television  aerials  all  over  the  country,  an  in- 
formation revolution  is  bringing  a  fundamental  change,  at  least  in 
the  amount  of  information  the  people  in  that  country  have. 

There  is  also  a  leadership  transformation  that  America  has  to 
follow  with  great  care  and  very  closely,  still,  with  I  think  the  rath- 
er humble  understanding  that  we  don't  understand  everything  that 
is  going  on  there.  But  I  am  firmly  convinced  that  we  must  main- 
tain contact  with  the  Chinese.  We'd  be  very  mistaken  to  try  to  iso- 
late the  Chinese. 

There  are  many  issues  on  which  we  have  the  need  to  find  com- 
mon ground;  for  example,  the  comprehensive  test  ban.  I  met  with 
the  Chinese  representative  in  Geneva  the  other  day  and  tried  to 
persuade  them  that  they  should  follow  our  lead  in  a  zero-based 
comprehensive  test  ban.  I  think  that  there's  a  chance  that  they 
may  do  that  this  year. 

We  need  their  support  at  the  United  Nations  because  they  are 
a  permanent  member  of  the  Security  Council.  We  need  their  sup- 
port in  dealing  with  North  Korea,  because  they  probably  have  more 
contacts  with  North  Korea  than  anybody  else  in  the  world,  which 
is  not  very  many.  So  you  can  make  a  list  of  the  places  where  we 
disagree  on  human  rights  and  proliferation,  but  it  would  be  a  rath- 
er sterile  policy  to  just  make  that  list  and  walk  away.  So  my  strong 
policy,  my  strong  feeling,  Mr.  Lightfoot,  is  that  we  must  remain  en- 
gaged with  them  and  must  have  contact  with  them  so  that  they 
know  what  our  views  are  and  what  our  bottom  lines  are. 

I  think  we  did  exactly  the  right  thing  in  connection  with  the  Tai- 
wan Straits.  We  made  it  clear  to  them  that  the  United  States  is 
a  Pacific  power  and  we're  going  to  maintain  our  military  presence 
there.  At  the  same  time,  I  think  we  avoided  being  unnecessarily 
provocative.  The  results  since  the  Taiwan  election  I  think  are  a  re- 
flection of  the  fact  that  tensions  have  eased,  and  our  policy  in  this 
instance  was  a  correct  policy. 

These  are  very  large  stakes.  China  is  a  massive  country.  Looking 
down  the  road  over  the  next  decade  and  into  the  next  century, 
there's  probably  no  country  in  the  world  that  we  ought  to  deal  with 
more  carefully,  trying  to  have  more  vision,  and  trying  to  deal  with 
more  sensitively  than  China. 

Mr.  Lightfoot.  I  appreciate  that,  Mr.  Secretary.  I  think  you  and 
I  have  been  pretty  much  on  the  same  wavelength  with  regard  to 
China.  I  certainly  would  continue  to  support  your  initiative  with 
contact,  because  when  you  are  talking  to  people,  you  can  usually 
get  to  some  kind  of  a  resolution  of  the  problem.  When  you  quit 
talking  is  usually  when  the  trouble  begins. 

In  that  relationship,  one  final  question  with  trade:  I  chair  the 
Treasury  Postal  Appropriations  Subcommittee  which  oversees  the 
Customs  Service.  With  the  huge  amount  of  trade  that  we  have 
going  on  with  China  and  which  we  hope  that  they  continue  to  be 
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trading  partners,  and  so  on,  because  the  potential  markets  are 
there  for  us,  the  Customs  Service  has  one  person  in  that  huge 
country  overseeing  our  trade  laws,  and  so  on.  Would  the  State  De- 
partment, would  you  be  supportive  of  expanding  Custom's  role  in 
China?  If  so,  to  what  extent  would  you  be  comfortable? 

Secretary  Christopher.  Congressman,  I  try  not  to  get  beyond 
my  area  of  responsibility.  What  I  can  say  to  you  is  that  the  State 
Department  will  be  glad  to  provide  a  platform  for  an  enhanced 
American  presence  there  if  the  Treasury  Department  or  those  who 
are  responsible  for  the  Customs  Service  think  that  it's  in  the  best 
interest.  That  is  one  of  the  things  that  we  pride  ourselves  on  doing 
at  the  State  Department;  that  is,  to  provide  an  American  platform 
for  the  other  agencies  that  need  to  be  there.  If  there  is  a  need,  we 
would  certainly  cooperate  in  trying  to  ensure  that  they  have  the 
proper  facilities. 

Mr.  LiGHTFOOT.  I  appreciate  that,  because  that  is  something  we 
are  going  to  take  a  very  close  look  at.  China  is  a  huge  nation. 
That's  a  big  job  for  just  one  person  to  do.  Fortunately,  there's  great 
cooperation  with  a  lot  of  the  shippers  and  the  people  that  are  there. 
That  cooperative  effort  has  allowed  us  to  do  really  a  pretty  decent 
job  considering  everj^hing.  But  I  think  it's  important  we  take  a 
look  at  that.  I  appreciate  your  pledge  to  cooperate  and  discuss  that 
with  us. 

Mr.  Chair,  I  have  some  other  questions  for  the  record.  I'll  yield 
back  my  time.  Thank  you,  Mr.  Secretary. 

Secretary  Christopher.  I'd  be  glad  to  follow-up.  Thank  you. 

Mr.  Callahan.  Mr.  Yates. 

Mr.  Yates.  Mr.  Secretary,  I'm  very  glad  to  see  you  again. 

Secretary  Christopher.  Congressman,  nice  to  see  you. 

ISRAELI  anti-terrorism  REQUEST 

Mr.  Yates.  I  respect  your  request  for  $100  million  to  fight  terror- 
ism in  Israel.  I  know  what  the  attitudes  are  there.  It's  a  very  sen- 
sitive and  precarious  time  indeed.  Our  assistance  may  be  a  kind  of 
an  uplift  that  will  stabilize  in  some  measure  the  shocks  that  have 
shaken  the  country  recently.  So  I  should  like  you  to  know  that 
while  I  respect  completely  the  attitude  of  my  Chairman,  he's  been 
a  very  good  Chairman  for  this  subcommittee,  there  may  come  a 
time  when  I  find  myself  slightly  in  opposition  to  what  he  proposes 
to  do.  But  I  must  say  that  is  something  that  doesn't  please  me,  be- 
cause I  enjoy  the  best  of  relationships  with  him.  Nevertheless, 
sometimes  the  best  of  friends  must  part.  On  this,  I  think  that  you 
are  right.  I  hope  he  gets  to  think  so  too,  Mr.  Secretary. 

PRESIDENT  TUDJMAN'S  PROPOSAL 

I  want  to  read  you  an  article  from  The  Washington  Post.  It  says 
this:  "On  a  treeless  flood  plain  sandwiched  between  a  railroad 
track  and  the  confluence  of  the  Una  and  Sava  rivers,  Croatian  Fas- 
cists and  their  Nazi  backers  ran  a  death  camp  during  World  War 
II.  In  just  two  years,  an  estimated  80,000  people,  mostly  Serbs  and 
Jews,  perished  at  the  hands  of  the  Croatian  shock  troops.  Now 
under  a  plan  announced  by  Croatian  President  Franjo  Tudjman  in 
January,  Croatia  will  soon  turn  Jasenovac's  flood  plain  into  a  mass 
graveyard,  of  not  only  Serbs  and  Jews,  but  their  Croat  persecutors 
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as  well.  The  exhumation  of  the  remains  of  Croat  Fascist  soldiers 
elsewhere,  and  their  reburial  at  Jasenovac  would  make  this  the 
only  place  in  Europe  where  victims  of  a  World  War  II  concentration 
camp  are  interred  with  soldiers  of  the  army  that  rounded  up  and 
killed  them.  Tudjman's  efforts  appear  to  be  aimed  at  whitewashing 
Croatia's  past  as  he  attempts  to  clamp  down  on  unruly  present-day 
activists  advocating  democracy  and  change."  That  Washington  Post 
date  was  March  10,  1996. 

Are  you  aware  of  President  Tudjman's  proposal? 

Secretary  CHRISTOPHER.  Congressman,  I  was  not.  On  March  10, 
I  was  traveling  abroad,  as  I  so  often  am,  I  missed  that  story. 

Mr.  Yates.  Do  I  take  it  that  you  are  not  aware  of  the  proposal 
by  President  Tudjman  to  exhume  his  Fascist  soldiers  and  bury 
them  with  their  innocent  victims? 

Secretary  Christopher.  No,  I  was  not  aware  of  that.  It  is  quite 
a  striking  proposal,  isn't  it? 

Mr.  Yates.  It's  a  very  striking  proposal,  to  which  I  object  very 
strongly.  I  think  that  it  is  not  too  much  to  ask  of  you  to  familiarize 
yourself  with  it  and  to  make  a  protest  in  the  name  of  the  United 
States  against  the  Tudjman  proposal? 

Secretary  Christopher.  Congressman,  you  don't  even  have  to 
ask.  We  will  definitely  do  that.  We  will  make  a  protest  to  President 
Tudjman. 

President  Tudjman  is  very  anxious  to  identify  with  the  West 
rather  than  being  part  of  the  Balkans.  That  is  one  of  the  principal 
ways  that  we  can  approach  him  and  persuade  him  to  undertake  ac- 
tions that  we  want  him  to  undertake.  I'd  be  very  glad  to  look  into 
this.  It  sounds  to  me  as  if  it's  an  attempt  to  color  the  past  in  a  way 
that  is  really  inconsistent  with  what  he  should  be  doing. 

Mr.  Yates.  You  are  absolutely  right.  He  is  attempting  to  rewrite 
history  actually.  There's  an  article  in  The  New  York  Times  that 
says  that  President  Tudjman  has  found  this  status  inconvenient. 
He  has  falsely  minimized  the  number  of  Serbs  and  Jews  murdered 
by  the  Stasi  regime,  as  well  as  the  number  of  Jews  murdered  by 
Nazi  Germany  in  all  of  Europe.  He  has  asserted  that,  all  together, 
only  900,000  Jews  were  killed  during  the  Holocaust,  arguing  that 
the  generally-accepted  number  of  European  Jews  killed,  more  than 
six  times  the  number  he  cites,  was  based  on  emotionally-biased 
testimonials  and  exaggerated  data. 

I  am  reading  from  a  draft  prepared  by  another  person,  but  it 
says  that  for  such  false  minimizations  and  ill-intentioned  assertion, 
Tudjman  has  been  widely,  sharply,  and  justly  rebuked.  I  would 
hope  that  in  your  position  as  Secretary  of  State,  representing  the 
United  States,  that  you  would  bring  the  moral  force  of  the  United 
States  to  bear  on  President  Tudjman  to  protest  so  that  his  pro- 
posed intentions  shall  not  be  carried  out. 

Secretary  Christopher.  Thanks,  Congressman.  Perhaps  I'll  ask 
my  staff  to  contact  yours  so  we  have  all  the  data  that  you  have 
there. 

negotiations  between  ISRAEL  AND  SYRIA 

Mr.  Yates.  Thank  you  very  much,  Mr.  Secretary.  Now  I  should 
like  to  ask  you,  what  is  the  status  of  the  negotiations  between 
Syria  and  Israel  toward  the  peace  accord? 
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Secretary  Christopher.  Sjrria  and  Israel? 

Mr.  Yates.  Syria  and  Israel,  yes. 

Secretary  Christopher.  Those  negotiations  are  currently  sus- 
pended, or  at  least  they  are  not  actively  taking  place.  Since  the  se- 
ries of  terrorist  bombings  in  Israel,  the  negotiations  have  been  sus- 
pended. I  think  that  they  can  at  an  appropriate  time  be  restarted. 

As  you  know,  we  have  negotiations  here  on  the  Eastern  Shore  of 
Maryland  at  a  place  called  the  Wye  Conference  Center,  where  rath- 
er senior  officials  from  both  countries  were  present  under  our  aegis. 
They  were  very  detailed  negotiations  on  some  of  the  issues,  par- 
ticularly the  security  issue.  I  think  it's  fair  to  say  that  both  of  the 
countries  at  that  point  were  in  serious  negotiations.  There  are  still 
very  wide  gaps  between  them,  but  this  is  at  least  a  temporary  ef- 
fect of  the  terrorist  bombings  that  that  negotiation  has  been  put  to 
one  side. 

As  you  well  also  know,  there  is  an  election  campaign  proceeding 
in  Israel,  which  is  preoccupying  the  Israeli  government  at  the 
present  time.  The  aftermath  of  the  terrorist  bombings  in  Israel,  as 
well  as  some  related  violence  in  southern  Lebanon,  has  put  these 
negotiations  into  suspension  for  what  I  hope  is  a  temporary  period. 
But  I  think  both  of  the  countries  are  still  anxious  to  find  a  basis 
for  a  long-term  resolution.  From  the  standpoint  of  the  United 
States,  Congressman,  we  think  it  would  be  highly  desirable  to  close 
the  circle  of  peace,  because  if  peace  can  be  worked  out  between  Is- 
rael and  Syria,  that  will  mean  that  around  all  the  borders  of  Israel 
there  are  no  longer  countries  at  war  or  our  enemies.  That  is  assum- 
ing that  the  Lebanese  would  come  along  after  the  Syrians.  They  al- 
most certainly  would. 

It  would  also,  I  think,  open  the  doors  to  normal  relationships  be- 
tween Israel  and  the  other  countries  in  the  Middle  East.  So  there 
are  still  very  strong  reasons  for  those  negotiations  to  go  ahead. 
Both  parties  seem  to  maintain  an  interest  in  the  negotiation,  but 
for  the  time  being  and  because  of  the  factors  I  mentioned,  there  is 
no  active  negotiation  between  the  two  countries. 

Mr.  Yates.  I  take  it  that  you  believe  that  such  negotiations  will 
probably  be  suspended  until  the  election  is  over? 

Secretary  Christopher.  Congressman,  you  know,  we  play  a  fa- 
cilitating role.  I  don't  want  to 

Mr.  Yates.  I  don't  mean  our  election.  I  mean  the  Israeli. 

Secretary  Christopher.  I  understand  that.  I  don't  want  to  en- 
gage in  speculation  that  might  seem  to  presume  that  we  are  the 
key  players  there.  If  the  Israelis  and  the  Syrians  came  to  me  to- 
morrow and  said  they  wanted  to  have  some  negotiations  at  a  work- 
ing level,  even  prior  to  the  election,  we  would  do  everything  we 
could  to  facilitate  that.  I  don't  rule  that  out. 

I  think  what  you  say  is  probably  the  greater  likelihood,  but  we're 
there  to  help  the  parties.  Until  the  terrorist  activities  came  along, 
the  likelihood  of  the  elections  had  not  precluded  the  continuation 
of  the  negotiations.  I  don't  rule  it  out,  but  I  would  have  to  agree 
with  you  that  I  think  we're  in  for  a  period  of  hiatus. 

ARAB  nations 

Mr.  Yates.  I  have  wondered  for  some  time  as  to  what  is  the  role 
of  the  other  Arab  nations  who  are  still  technically  at  war  with  Is- 
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rael,  like  Saudi  Arabia,  Kuwait,  and  Iraq  and  Iran?  I  know  Iraq 
and  Iran  are  the  bad  boys  who  are  on  the  outside,  but  Saudi  Ara- 
bia and  the  Emirates,  have  they  taken  a  position  on  the  peace  proc- 
ess? 

Secretary  Christopher.  That's  a  question  that  I  could  give  you 
quite  a  long  answer  on.  Congressman.  But  maybe  one  of  the  easiest 
ways  to  answer  it  is  to  say  that  the  conference  at  Sharm  el-Sheikh 
that  President  Clinton  called  was  attended  at  high  levels  by  rep- 
resentatives from  each  of  those  countries.  Although  they  are  tech- 
nically still  at  war,  I  think  they  were  rallying  there  to  the  cause 
of  peace  and  security  in  the  Middle  East,  reflecting  the  fact  that 
they,  too,  are  opposed  to  that  terrorism. 

That  is  the  first  time  that  we  have  had  a  conference  in  which 
there  were  that  many  Arab  countries  present  and  protesting  these 
acts  of  terrorism  against  Israel.  Many  of  the  countries  in  the  Gulf 
have  also  begun  to  normalize  their  relationships  with  Israel,  nota- 
bly Oman  and  Qatar,  Gutter,  both  of  which  have  had  some  normal- 
ization of  their  relations.  These  are  very  important  steps  in  the 
transformation  of  the  Middle  East  and  in  ending  the  isolation  of  Is- 
rael. I  think  that  that's  a  trend  that  will  not  be  reversed,  I  think 
that  is  a  settled  development  in  the  Middle  East,  in  which  the 
United  States  can  take,  I  think,  a  good  deal  of  pride  in  and  some 
credit  for. 

Mr.  Yates.  I  was  going  to  say  that  I  think  you  can  take  a  great 
deal  of  pride  and  credit  in  it. 

Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  Thank  you,  Mr.  Secretary.  I  might  give  you  an 
advanced  copy  of  Forrest  Gump  so  you  can,  when  you  are  negotiat- 
ing with  Syria,  you  can  go  ahead  and  promise  that  in  good  faith 
that  you  already  have  it. 

Mr.  Packard.  Thank  you,  Mr.  Chairman. 

BUDGET  PROCESS 

Mr.  Secretary,  we  want  to  welcome  you  here.  We  truly  do  appre- 
ciate you  coming  and  testifying  before  us  and  presenting  your 
budget.  I  don't  wish  to  belabor  the  Chairman's  point  earlier  that 
we  are  certainly  still  in  a  very  significant  downsizing  and  cutting 
mode  on  all  subcommittees  of  the  Appropriations  Committee,  but 
I  am  concerned  about  the  effort  that  seems  to  go  into  the  budgeting 
process.  It  seems  that  you  may  have  taken  last  year's  figures  and 
then  taken  a  little  off  here  and  added  a  little  there,  and  presented 
much  the  same  general  distribution  of  funds  as  last  year's  budget. 

Last  year,  I  think  when  you  were  here,  I  suggested  that  we  in 
our  looking  at  all  budgets  in  a  downsizing  mode,  that  we  look  at 
them  from  a  zero-base  point  of  view  and  see  if  in  fact  our  priorities 
are  the  same  as  they  have  been  over  the  years.  I'd  like  you  to  ad- 
dress that  point,  and  then  maybe  extend  that  a  little  bit  further 
into  the  Middle  East  situation  that  the  Chairman  has  addressed  at 
some  length  in  his  statement. 

I  wholeheartedly  support  the  peace  effort  and  process.  I  certainly 
understand  the  strategic  importance  of  the  Middle  East  and  that 
region  and  its  peace.  But  at  the  same  time,  when  I  first  came  to 
Congress  about  14  years  ago  or  so,  I  think  about  a  third  of  our  for- 
eign aid  budget  was  going  to  the  Middle  East.  Those  numbers  have 
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not  changed,  but  of  course  the  percentages  have  dramatically 
changed.  Now  perhaps  almost  half  or  maybe  even  a  little  over  half 
is  going  to  the  same  region.  The  numbers  are  about  the  same,  still 
$5  billion,  mostly  into  Israel  and  Egypt. 

I  am  wondering  if  in  fact,  if  you  started  with  a  zero  base,  would 
your  priorities  still  dictate  that  the  same  level  of  dollars  go  to  the 
Middle  East  as  has  been  for  the  last  decade  or  more? 

Secretary  Christopher.  Congressman,  let  me  go  back  to  the  be- 
ginning of  your  question.  It  may  appear  that  the  budget  we're  sub- 
mitting is  the  result  of  simply  making  some  modest  changes  in  last 
year,  but  I  think  if  you  had  been  at  the  Department  and  been  in 
the  discussions  where  various  people  advanced  different  proposals, 
and,  in  a  sense,  the  different  bureaus  had  their  candidates  and  had 
their  preferences,  you  would  have  seen  that  there  was  a  very  active 
engagement  on  how  the  budget  would  be  presented. 

After  we  reached  our  own  conclusions  within  the  Department,  we 
were  subjected  to  a  process  at  OMB,  which  was  once  again  very 
vigorous  and  rigorous.  Even  though  the  outcome  may  look  as  if  it 
followed  last  year's  outline,  the  fact  is  that  it  was  the  result  of  a 
very  vigorous  discussion. 

But  there  are  very  important  changes  made.  One  example  that 
comes  to  my  mind  is  that  last  week  I  was  in  the  Czech  Republic. 
The  Czech  Republic  is  graduating  from  our  aid  program.  The  de- 
gree of  their  success  is  such  that  they  have  graduated.  That's  true 
of  a  number  of  countries  around  the  world. 

Mr.  Packard.  I  noted  that  change  with  the  Baltic  States  as  well. 

Secretary  Christopher.  That's  right. 

Mr.  Packard.  I  was  wondering  if  other  governments  could  also 
graduate. 

Secretary  Christopher.  So  there  are  some  countries  that  we  re- 
grettably have  to  take  off  the  list  because  we  simply  don't  have 
enough  money  to  go  around.  There  are  other  countries  that  are 
taken  off  the  list  because  they  have  graduated  and  no  longer  are 
justified  aid  recipients. 

middle  east  aid 

On  your  central  question,  Mr.  Packard,  having  in  mind  that  the 
Middle  East  has  been  the  venue,  if  that's  the  right  word,  for  four 
major  wars  since  World  War  II,  since  we  have  such  deep  strategic 
interests  in  the  Middle  East,  and  since  our  emotions  are  so  tied  up 
with  the  countries  in  the  Middle  East,  particularly  Israel,  I  think 
that  the  aid  that  we  give  there  is  well  justified  in  terms  of  our  vital 
interests  and  our  history  and  our  emotional  ties. 

I  don't  suppose  you  can  ever  write  history  in  the  subjunctive 
mode.  You  could  never  ask  exactly  if  we'd  come  out  that  way  if 
things  were  different.  But  as  I  said  to  the  chairman,  I  think  that 
these  aid  figures  are  well  justified  in  terms  of  U.S.  interests.  This 
would  be  the  wrong  time  to  change  them. 

ISRAELI  anti-terrorism  REQUEST 

The  chairman  has  been  so  helpful  and  reasonable,  and  I  hesitate 
to  express  views  that  are  in  contrast  to  his.  But  the  fact  is  that  the 
Israelis  did  ask  us  for  additional  aid  following  the  terrorism  activi- 
ties. I  happened  to  be  with  the  President  when  Prime  Minister 
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Peres  called  and  asked  for  additional  highly  sophisticated  U.S. 
equipment  now.  It  was  not  a  conversation  where  he  put  a  price  tag 
on  it,  but  we  had  to  put  price  tags  on  it.  That  resulted  in  our  re- 
quest for  additional  aid.  We  worked  very  closely  with  the  Israelis, 
but  we  were  responding  to  their  request  for  highly  sophisticated 
equipment  that  would  enable  them  to  sniff  out  the  bombs  as  they 
came  into  Israel.  That  is  not  an  exact  science.  You  can  never  be 
absolutely  sure  you  are  going  to  catch  every  bomb  that  comes  in, 
but  certainly  with  our  intelligence  experts  working  with  theirs  and 
with  our  equipment  blended  with  theirs,  the  chances  of  preventing 
the  terrorist  attacks  are  greater.  That  is  what  we  are  trying  to  do. 

Mr.  Packard.  I  have  some  questions  on  Russia  and  China  and 
Turkey  and  Bosnia,  and  a  specific  question  on  the  possibility  of  the 
Likud  Party  taking  control  in  Israel.  But  I  will  submit  those  for  the 
record  in  deference  to  the  time  that  the  Secretary  has. 

Secretary  Christopher.  Thank  you  very  much,  Mr.  Packard.  I 
appreciate  that. 

Mr.  Callahan.  In  the  order  of  their  arrival  this  morning,  Mr. 
Bunn  is  not  here.  Mr.  Forbes. 

Mr.  Forbes.  Thank  you,  Mr.  Chairman.  Mr.  Secretary,  thank 
you  again  for  joining  us  for  this  annual  ritual. 

GREECE  AND  TURKEY 

Mr.  Secretary,  I'd  like  for  a  moment  to  touch  on  the  concern  that 
I  have  for  what  is  going  on  in  the  Aegean  Sea  and  the  balance 
there  between  Greece  and  Turkey.  I  believe  that  the  President  of 
Turkey  is  arriving  today  for  an  official  state  visit.  There  is  some 
startling  news  that  the  Turkish  Air  Force,  as  I  understand  it,  has 
been  making  an  escalating  number  of  violations  into  Greek  air 
space.  In  the  last  two  and  a  half  months  it's  been  about  184  viola- 
tions. The  projection  is  that  it's  a  dramatic  increase  over  what  we 
have  seen  in  recent  years  with  projections  at  this  rate  suggesting 
that  there  would  be  874  violations  into  Greek  air  space  by  the  end 
of  the  year. 

The  United  States  of  course  has  committed  $4.9  billion  in  U.S. 
military  sales  and  equipment  to  Turkey.  I  think  there  is  a  rising 
presence  of  Islamic  fundamentalists  inside  Turkey.  Mr.  Secretary, 
I  am  extremely  concerned,  obviously,  that  the  so-called  balance 
that  this  Nation  has  attempted  to  strike  between  Greece  and  Tur- 
key over  many  years  is  now  being  upset,  and  that  Greece  certainly 
is  becoming  more  vulnerable  than  ever  in  our  relationship.  I  was 
wondering  if  you  would  touch  on  that. 

Also,  more  importantly.  Assistant  Secretary  Holbrook  noted  that 
the  administration  this  year  was  going  to  spend  an  inordinate 
amount  of  time  on  the  Cyprus  question.  I  was  wondering  if  you 
could  touch  on  those  two  issues,  please. 

Secretary  Christopher.  We  have  been  very  concerned  about  the 
rising  tensions  in  the  Aegean  because  the  two  countries  there  in- 
volved are  both  allies  of  ours,  both  valued  members  of  NATO.  I 
have  been  talking  about  this  issue  with  the  new  Secretary  General 
of  Nato,  Javier  Solana,  who,  incidently,  seems  to  be  doing  an  out- 
standing job.  He  has  taken  on  the  responsibility  of  meeting  with 
both  countries  and  seeing  if  there  can't  be  some  way  to  ease  those 
tensions. 
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We  have  the  advantage  of  new  governments  now  in  both  Turkey 
and  Greece.  That  is  not  a  formula  for  a  certain  solution,  but  it  does 
give  a  new  opportunity.  You  spoke  of  the  Islamic  trends  in  Turkey, 
but  of  course  it's  worth  noting  that  the  new  coalition  government 
did  not  include  the  Islamic  groups  or  leaders.  Rather,  it  is  a  coali- 
tion made  of  largely  the  center  and  center  right  with  Mr.  Omus 
being  a  new  prime  minister.  There  is  also,  I  think,  new  and  very 
able  leadership  in  Greece  under  Mr.  Simitis.  It  is  my  hope  that 
former  Foreign  Minister  and  now  Secretary  General  Solana  of 
NATO  will  be  successful  in  taking  steps  to  ease  the  tension. 

The  European  Union  has  also  been  active  in  trying  to  ease  the 
tensions  between  those  two  countries.  We  are  certainly  going  to  do 
all  that  we  can.  Not  only  is  the  President  of  Turkey,  Mr.  Demirel, 
arriving  here,  but  the  new  Prime  Minister  of  Greece,  Mr.  Simitis, 
will  be  coming  here  within  the  next  two  or  three  weeks.  We  would 
certainly  be  urging  restraint  on  the  part  of  both  parties. 

CYPRUS 

With  respect  to  Cyprus,  Mr.  Forbes,  it  certainly  would  be  desir- 
able if  we  can  try  to  find  some  way  to  create  a  situation  in  C3T)rus 
where  it  was  no  longer  necessary  to  have  United  Nations  troops 
present  and  to  reach  a  reconciliation  of  that  matter.  I  think  it  de- 
pends a  good  deal  on  whether  the  leadership  in  Greece  and  Turkey 
resolve  their  other  problems  and  reduce  their  tensions  so  they  can 
turn  to  the  C3rprus  problem.  We  are  going  to  devote  whatever  effort 
and  energy  there  would  seem  to  be  useful.  The  fact  that  the  Turk- 
ish government  now  has  been  confirmed  in  office  gives  us  an  oppor- 
tunity to  begin  those  conversations. 

It  will  not  be  easy,  because  that  problem  is  of  almost  20  years' 
standing  now.  The  various  ideological  lines  have  hardened  in  Cy- 
prus rather  than  drawing  closer  together.  But  I  can  assure  you 
that  we're  going  to  make  an  effort.  As  you  know,  the  President  has 
appointed  a  special  emissary,  Mr.  Richard  Beattie  of  New  York, 
who  will  be  pursuing  this  and  making  every  effort  that  he  can  to 
encourage  the  parties  to  reach  a  resolution. 

I  should  say  just  perhaps  for  completeness,  Mr.  Danktash,  who 
has  been  the  Turkish  leader  on  that  subject,  had  a  severe  illness. 
That  may  set  back  our  efforts  at  least  temporarily  until  we  see  his 
hoped-for  recovery. 

Mr.  Forbes.  Mr.  Secretary,  thank  you  for  that  answer.  I  have 
additional  questions  on  this  issue,  but  I  would  like  to  submit  those 
for  the  record  and  ask  that  you  respond  to  them  for  the  record. 

SYRIA 

Before  I  close  out,  I  do  have  one  quick  question.  Mr.  Secretary, 
your  colleague  Secretary  Perry  has  suggested  on  many  occasions 
during  the  negotiations  out  in  Maryland  with  the  Sjrrians  that  he 
felt  that  if  it  was  necessary  to  station  troops  on  the  Golan,  that 
may  have  to  happen.  I  was  wondering,  Mr.  Secretary,  I  know  you 
mentioned  that  the  U.S.  plays  a  facilitating  role.  In  the  councils  of 
power,  if  you  will,  has  there  been  a  sum  decided  on  that  the  United 
States  would  pay  the  Syrians  like  we  did  with  Jordan,  like  we  did 
with  Arafat,  like  we've  done  with  Egypt  in  the  past,  as  a  means 
to  effect  the  peace  and  to  bring  Syria  to  the  table? 
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Secretary  Christopher.  Absolutely  not,  Mr.  Forbes.  For  better  or 
for  worse,  we  are  a  long  ways  from  reaching  that  kind  of  a  discus- 
sion. The  parties  have  got  many  difficult  miles  to  travel  before  they 
approach  issues  such  as  the  stationing  of  an  international  force  of 
any  kind,  as  well  as  a  long  time  before  we  would  be  addressing 
many  such  issues  as  aid.  At  the  present  time,  as  I  think  you  know, 
we  are  prevented  by  congressional  statutes  from  providing  aid  to 
Syria.  There  would  have  to  be  many  developments  before  we  could 
focus  on  that  kind  of  an  issue.  To  answer  your  question  very  flatly, 
there  has  been  no  sum  ever  discussed  as  far  as  I  know.  I  think  I 
would  know  if  it  had  been. 

Mr.  Forbes.  I  appreciate  that.  I  just  would  like  to  go  on  record, 
Mr.  Chairman.  I  know  there  are  many  of  us  in  the  Congress  who 
certainly  would  oppose  the  stationing  of  U.S.  troops  in  the  Crolan, 
as  well  as  a  negotiated  peace  that  obligated  United  States  tax- 
payers any  further  than  we  have  been  obligated  to  this  extent.  I 
thank  you  very  much,  Mr.  Secretary. 

Mr.  Chairman,  I  yield  back  my  time. 

Mr.  Callahan.  Mr.  Knollenberg. 

Mr.  Knollenberg.  Mr.  Chairman,  I  would  like  to  inquire  about 
the  time.  How  much  time  remains  until  we  close  shop? 

Mr.  Callahan.  We  are  going  to  close  shop  at  3:25. 

Mr.  Knollenberg.  Very  good. 

Mr.  Callahan.  So  you  have  five  minutes. 

Mr.  Knollenberg.  I  know.  You  didn't  count  that,  did  you? 

china's  nuclear  technology  transfer  to  PAKISTAN 

Mr.  Secretary,  welcome.  Thanks  for  being  here.  I  want  to  talk 
about  a  couple  things,  but,  first,  the  recent  transfer  of  nuclear  tech- 
nology to  Pakistan  by  China,  and  what  that  might  do  in  terms  of 
your  position  on  enforcing  or  implementing  the  Brown  amendment 
or  backing  away  from  it. 

Secretary  Christopher.  I  guess  I  first  have  to  challenge  the 
premise  of  your  question.  There  has  certainly  been  extensive  re- 
ports in  the  press  about  such  transfers.  I  can  understand  why  you 
would  ask  your  question,  Mr.  Knollenberg,  but  it's  a  subject  that 
we  are  examining  with  great  care  at  the  present  time,  and  we  are 
trying  to  get  all  the  facts  straight.  We  have  had  extensive  discus- 
sions with  the  Chinese  both  here  and  in  Beijing  to  try  to  under- 
stand the  facts,  trying  to  see  exactly  what  was  transferred  and 
what  was  not  transferred.  In  that  connection,  there's  also  quite  a 
panoply  of  laws  that  Congress  has  provided  that  have  to  be  consid- 
ered as  to  how  they  might  impact  a  particular  transfer  or  transfers. 
That  matter  is  under  very  intense  study  at  the  present  time.  No 
decisions  have  been  reached  about  it. 

Let  me  simply  assure  you  that  I  take  my  responsibilities  very  se- 
riously in  making  whatever  finding  would  be  made  about  the  exist- 
ence of  such  a  transfer  and  the  way  such  a  transfer  was  made  as 
well  as  what  the  most  appropriate  statute  to  invoke  would  be.  Con- 
gress, in  its  wisdom,  has  given  us  quite  a  panoply  of  statutes  that 
might  be  applicable  in  this  situation.  I  think  it's  part  of  my  respon- 
sibility to  make  a  recommendation  to  the  President  as  to  which  one 
should  be  applicable. 
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BROWN  AMENDMENT 

With  respect  to  the  Brown  amendment,  Congress  has  enacted  the 
Brown  amendment.  It  is  up  to  us  to  try  to  carry  it  out  in  the  most 
responsible  way  that  we  can.  We  have  been  considering  the  pos- 
sible transfer  of  some  non-strategic  items  to  Pakistan  to  try  to  rec- 
tify what  has  been  an  unfortunate  situation  in  which  they  paid 
money  for  military  items.  We  could  not  ship  the  military  items  for 
various  reasons,  including  the  Symington  amendment,  but  at  the 
same  time,  we  were  unable  to  return  the  fiinds.  We're  tr3dng  to 
find  some  way  to  play  square  with  the  Pakistanis.  Those  matters 
are  under  very  intensive  discussions. 

What  the  ramifications  of 

Mr.  Knollenberg.  Can  I  interrupt?  I  think  you  have  pretty 
much  told  me  that  it  is  somewhat  indefinite? 

Secretary  Christopher.  Yes.  I  told  you  it's  somewhat  indefinite, 
but  that  doesn't  mean  that  we  are  not  actively  considering  this  and 
also  the  effect  of  any  finding  we  might  make  on  China,  whether  it 
has  any  ramifications  for  the  Brown  amendment. 

Mr.  Knollenberg.  Let  me  go  to  another  situation.  I  know  that 
you've  heard  from  the  chairman,  who  is  pretty  definitive  about  the 
fact  that  the  money  for  the  terrorism  for  Israel  isn't  coming  out  of 
the  military  construction  budget.  I  just  wondered  if  you  had  any 
thoughts  about  where  it  might  come  from.  Let  me  preface  that,  too, 
by  sa3dng  we  have  been  hit,  as  you  know,  with  a  number  of  re- 
quests recently,  one  of  which  was  the  F-16s  for  Jordan.  Then  there 
was  the  matter  of  the  $100  million  for  terrorism.  By  the  way,  there 
may  be  some  other  countries  that  are  interested  in  contributing  to 
that  or  no? 

Secretary  Christopher.  Well 

Mr.  Knollenberg.  Let  me  go  on.  Let  me  get  my  final  question 
in. 

BOSNIAN  infrastructure 

Then  Mrs.  Clinton  apparently  on  her  trip  to  Bosnia  indicates  she 
wants  to  give  $25  million  for  Bosnian  infrastructure,  basically  for 
homes.  I  looked  at  the  figure.  I  think  she  said  2,500  homes.  If  you 
divide  that  into  $25  million,  it's  $10,000  a  house.  That's  more  than 
doors  and  windows.  It's  not  very  many  houses.  But  the  point  is, 
where  is  this  money  coming  from?  Has  that  been  determined? 

So  there  are  some  requests  here  that  have  been  made,  not  that 
there  is  no  importance  to  each  one  of  them.  I  would  not  question 
at  all  the  fact  that  these  requests  have  merit — ^but  I  can  tell  you 
about  the  anti-terrorism  funding  request,  for  example,  in  my  dis- 
trict. I  am  getting  more  complaints  from  constituents  about  that 
particular  item,  because  they  think  that  it's  another  $100  million 
on  top  of  what  we  already  give  to  the  Middle  East.  They  are  also 
concerned  about  other  money. 

I  only  mention  that  as  registering  the  fact  that  complaints  are 
coming  from  the  district.  I  know  it's  very  crucial  that  we  make  sure 
that — and  I've  been  a  very  strong  supporter  of  making  sure  that — 
Israel  and  Egypt  are  locked  into  a  funding  number  that  I  believe 
you  proposed  and  I  think  the  committee  will  probably  go  along 
with.  I  am  glad  to  see  that. 
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But  my  main  concern  is,  and  I'm  very  concerned  about  this, 
where  is  all  this  money  coming  from?  Do  we  have  to  take  it  out 
of  somebodys  hide?  It  looks  to  me  like  military  construction  isn't 
going  to  be  the  one.  So  maybe  you  have  got  some  thoughts? 

ISRAELI  ANTI-TERRORISM  FUNDS 

Secretary  Christopher.  My  understanding  has  been  with  re- 
spect to  the  $100  million  for  terrorism  that  it  was  to  come  from  in- 
flation savings  made  at  the  Department  of  Defense  from  funds  that 
Defense  thought  would  be  needed  because  of  inflation  but  were  not 
needed,  because  inflation  is  not  as  high  as  it  has  been. 

I  didn't  know  what  budget  that  was  coming  from.  It  certainly 
was  not  meant,  in  my  judgment,  to  come  from  military  construc- 
tion. I  had  been  told  it  would  come  from  inflation  savings.  Of 
course  part  of  this  goes  back,  and  the  $200  million  for  Bosnia  goes 
back,  to  the  time  that  the  President  agreed  not  to  veto  the  1996 
defense  appropriations  bill  which  contained  substantially  more 
money  than  the  Administration  had  asked  for.  I  understand  that 
in  the  discussion  between  the  President  and  the  leadership  of  Con- 
gress, it  was  agreed  that  the  $200  million  for  Bosnia  would  come 
from  some  part  of  the  additional  money  that  had  been  given  to  the 
Defense  Department  that  was  not  requested.  That's  a  different 
amount  than  here.  With  respect  to  the  Israeli  anti-terrorism  funds, 
as  I  say,  it  was  my  understanding  the  Defense  Department  was 
prepared  to  use  its  inflation  savings  to  fund  that  amount.  If  it's  not 
going  to  come  from  that  amount,  I  do  not  have  any  other  source 
of  funding. 

One  thing  I  would  say  is  that  the  150  account,  that  is,  the  inter- 
national affairs  account,  does  not  have  any  places  where  the  trans- 
fer can  be  made  from.  The  ironies  always  strike  me  that  in  a  situa- 
tion where  diplomacy  is  so  important,  where  we  do  not  have  a 
shooting  war,  the  State  Department  budget  is  $3  billion  less  than 
we  asked  for,  and  Defense  Department  budget  is  $7  billion  more 
than  they  asked.  That  does  lead  to  the  situation  where  sometimes 
when  there  is  an  emergency  request,  the  leaders  in  the  Defense  De- 
partment would  say  they  think  it's  appropriate,  especially  if  it's 
closely  related  to  military  purposes,  to  come  from  their  budget.  The 
$200  million  for  Bosnia  is  for  purposes  very  closely  related  to  the 
Defense  Department  activities. 

Mr.  Knollenberg.  The  $25  million? 

Secretary  Christopher.  The  $200  million  would,  I  assume,  have 
to  come  out  of  the  supplemental  funds  that  we  asked  for,  Mr. 
Knollenberg,  but  I  do  not  know  with  precision  about  that.  But  I 
think  that  would  have  to  come  out  of  the  $200  million  supple- 
mental we  asked  for. 

Mr.  Knollenberg.  My  time  has  expired.  I  yield  back  to  the 
chairman.  Thank  you. 

HAITI 

Mr.  Callahan.  I'm  going  to  ask  one  question  before  we  go  to 
Mrs.  Pelosi,  two  quick  ones,  and  you  can  just  answer.  In  yester- 
day's paper.  Bob  Novak  in  his  column  mentioned  that  the  Presi- 
dent once  again  had  committed  $100  million  to  Haiti.  He's  hung  up 
on  $100  million.  Is  this  factual  or  not? 
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Secretary  Christopher.  I  don't  know  that  it  is  factual,  Mr.  Cal- 
lahan. I  could  not  confirm  that. 

Mr.  Callahan.  If  it  is  factual 

Secretary  Christopher.  We  will  certainly  look  into  it  and  let  you 
know. 

Mr.  Callahan.  You  are  going  to  have  to  re-program  your  re- 
quest, because  you  have  mentioned  $75  million,  and  yesterday  in 
a  meeting  with  Mr.  Talbot,  I  think  we  agreed  at  an  even  lower  fig- 
ure than  that.  So  I'd  tell  the  President,  get  off  that  $100  million. 

LEBANON 

The  second  one  is  something  that  if  you'll  just  briefly  comment 
on.  That  is  on  the  Syrian  peace  involvement  with  Israel  and  your 
negotiations.  You  know,  Lebanon  is  a  player  in  this  as  well.  I  think 
it's  only  fair  in  your  negotiations  that  you  insist,  especially  if  Israel 
is  going  to  remove  herself  from  Lebanon,  that  Syria  get  out  of  Leb- 
anon as  well.  I  wonder  if  you've  had  any  conversations  with  regard 
to  the  evacuation  by  Syria  of  Lebanon  and  these  peace  agreements 
or  peace  talks. 

Secretary  Christopher.  Mr.  Chairman,  the  negotiations  between 
Israel  and  Lebanon  have  largely  been  put  on  hold  until  we  make 
a  determination  whether  there  can  be  a  peace  agreement  between 
Israel  and  Syria.  I  think  that  is  well  understood  in  the  Middle 
East.  The  Syrian  negotiation  has  to  at  least  make  progress  before 
the  Lebanese  negotiation  can  proceed.  Ultimately,  they  will  prob- 
ably have  to  be  concluded  simultaneously. 

In  our  conversations  with  the  Lebanese,  we  made  it  clear  that  we 
respect  United  Nations  Resolution  425,  which  is  a  resolution  call- 
ing for  the  sovereignty  and  independence  of  Lebanon  and  the  re- 
moval of  all  foreign  forces.  That  has  been  part  of  our  discussions, 
at  least  initially  with  Lebanon.  I  would  want  to  be  clear  with  you 
that  the  Lebanon  negotiations  have  been  put  on  hold  pending 
progress  on  the  Syrian  negotiations.  When  we  ultimately  get  back 
to  those  negotiations,  we  will  be  respectful  of  the  United  Nations 
Resolution,  which,  as  I  say,  emphasizes  the  importance  of  the  inde- 
pendence and  territorial  integrity  of  Lebanon  and  its  being  free  of 
foreign  forces. 

Mr.  Cai^lahan.  Ms.  Pelosi,  the  gentlelady  from  California  is  rec- 
ognized. 

Secretary  CHRISTOPHER.  Mr.  Chairman,  I  wonder  if  I  could,  be- 
fore taking  her  questions 

Mr.  Callahan.  It's  not  that  you  think  she'll  take  more  time  than 
we  have.  You  think 

Secretary  Christopher.  There's  something  I  want  to  do  that  I 
don't  want  to  miss  an  opportunity  to  do. 

Mr.  Callahan.  The  gentleman  has  the  floor. 

MS.  PELOSI  AND  WOMEN'S  ISSUES 

Secretary  Christopher.  The  other  day  we  honored  Women's  Day 
at  the  State  Department.  A  number  of  women  Members  of  Con- 
gress came  down,  some  Senators  and  Congresswomen.  Congress- 
woman  Pelosi  happened  to  be  in  California  at  that  time.  So  I  won- 
der if  I  could  use  this  moment  to  present  to  her  our  certificate  of 
appreciation  for  her  leadership  on  international  women's  issues. 
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There's  a  very  nice  citation  here  which  I  won't  read  at  length,  but 
I  wonder  if  I  could  present  that. 

Ms.  Pelosi.  Go  ahead,  read  it.  [Laughter.] 

Mr.  Callahan.  This  comes  out  of  your  time. 

Secretary  Christopher.  "Your  leadership  position  as  vice  chair 
of  the  Beijing  Task  Force,  member  of  the  Executive  Committee, 
and  Co-Chair  of  the  International  Task  Force  of  the  Congressional 
Caucus  for  Women's  Issues,  has  sent  a  strong  signal  to  the  world 
about  the  importance  these  issues  hold  for  the  United  States  Gov- 
ernment. Your  steadfast  support  for  family  planning  and  the  role 
of  women  in  development,  and  your  capacity  as  a  member  of  the 
Foreign  Operations  Appropriations  Subcommittee  has  dem- 
onstrated your  commitment  to  universal  standards  of  human  rights 
as  women's  rights." 

Ms.  Pelosl  Thank  you,  Mr.  Secretary. 

Did  that  come  out  of  my  time,  Mr.  Chairman? 

Mr,  Callahan.  The  gentlelady  is  recognized  for  three  California 
minutes. 

Ms.  Pelosl  Thank  you  very  much,  Mr.  Chairman, 

Mr,  Secretary,  indeed,  I  am  honored,  I  am  sorry  that  the  distance 
precluded  my  attendance  at  the  ceremony,  but  I  am  nonetheless 
very  honored.  Actually,  this  worked  out  better  I  think. 

In  any  event,  I  want  to  extend  my  apologies  to  our  chairman  and 
to  you,  Mr.  Secretary.  We're  in  conference  on  the  Labor,  Health, 
and  Human  Services  and  Education  Subcommittee  now.  It's  not  a 
pretty  sight.  Only  that  would  have  prevented  me  from  being  here 
for  the  full  hearing, 

I  did  review  your  testimony,  Mr.  Secretary.  First  of  all,  I  want 
to  commend  you  for  your  leadership  in  terms  of  improving  the  situ- 
ation in  Bosnia,  in  Haiti,  the  Middle  East,  I  think  the  administra- 
tion has  a  fine  litany  of  accomplishments  in  the  foreign  affairs 
arena, 

I  also  want  to  associate  myself  with  your  remarks  about  us  really 
doing  very  little  in  terms  of  our  international  responsibilities,  I 
part  company  with  our  very  distinguished  chairman  in  terms  of  the 
amount  of  money  I  think  should  be  committed  to  bolster  that  lead- 
ership worldwide, 

AIDS 

I  am  pleased  that  you  mentioned  in  your  comments  the  environ- 
ment and  sustainable  development,  population  growth,  and  also 
disease.  I  was  disappointed  that,  though  you  mentioned  malaria 
and  other  diseases,  you  did  not  mention  AIDS.  I  hope  that  that  is 
not  a  reflection  of  the  priorities  within  the  administration.  I  see 
that  while  the  AID  budget  has  been  increased  modestly;  the  global 
AIDS  budget  has  been  cut  in  the  President's  proposal. 

So  I  commend  that  to  you  for  your  consideration.  You  don't  have 
to  really  respond  to  that  right  now,  unless  we  have  time  after  I  list 
some  other  concerns. 

CHINA 

Mr.  Secretary,  as  you  know,  I  have  generally  not  been  supportive 
of  the  President's  policy  with  China.  I  do  think  that  the  adminis- 
tration took  the  right  steps  and  produced  the  appropriate  results 
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with  the  tense  moments  that  we  had  there  with  Taiwan.  I  think 
the  people  of  Taiwan  deserve  a  great  deal  of  credit  for  that,  be- 
cause they  stood  firm,  this  brave  democratic  people.  We  assisted 
them  ambiguously  or  otherwise,  whatever  the  title  of  the  policy. 
But  I  think  that  it  reaped  some  success. 

NUCLEAR  NONPROLIFERATION 

But  where  we  haven't  held  firm,  and  I  believe  that  we  have  not 
held  firm,  we  have  had  less  success.  That  is  in  the  three  areas  of 
trade,  proliferation,  and  human  rights.  My  colleagues  have  ad- 
dressed some  of  the  concerns  that  I  have  about  the  proliferation 
issue,  but  I  want  to  ask  you  very  directly  about  it.  I  think  that,  as 
the  expression  goes,  one  nuclear  bomb  can  ruin  your  whole  day. 
There  is  nothing  more  unforgiving  in  our  policy  than  to  make  a 
mistake  about  the  proliferation  issue. 

I  want  to  be  certain  that  I  understand  where  we  are  in  terms  of 
the  decision  about  sanctions  on  the  proliferation  of  nuclear  tech- 
nology. I  serve  as  a  member  of  the  Intelligence  Committee  and  fol- 
low this  issue  closely  there.  I  want  to  understand;  the  administra- 
tion is  still  making  a  judgment  as  to  whether  a  transfer  took  place 
and  who  had  knowledge  of  the  transfer?  Is  that  the  nature  of  the 
verification  that  you  are  seeking? 

Secretary  Christopher.  Yes.  There  are  a  number  of  different 
factual  issues  with  respect  to  what  has  been  called  the  ring  magnet 
issue  in  the  press.  We  are  still  trying  to  determine  whether  a 
transfer  was  made  and  the  circumstances  under  which  the  transfer 
was  made,  the  degree  of  knowledge  or  willfulness  on  the  part  of  the 
Chinese  government  or  the  entity  that  made  the  transfer.  These 
happen  to  be  very  complex  factual  issues,  and,  as  I  also  mentioned 
perhaps  when  you  weren't  here,  Congresswoman,  the  legal  struc- 
ture as  it  applies  to  these  is  more  than  adequately  complicated  be- 
cause of  the  number  of  statutes  that  the  Congress  has  enacted  on 
this  subject. 

We  are  very  concerned  about  this  matter.  On  the  other  hand,  it 
is  worthwhile  remembering  that  China  has  joined  the  Non-Pro- 
liferation  Treaty  in  the  sense  of  joining  us  in  the  extension  of  it. 
They  have  agreed  to  the  MTCR  guidelines,  the  Missile  Technology 
Control  Regime  guidelines.  They  have  taken  some  quite  encourag- 
ing action  to  us  with  respect  to  nuclear  non-proliferation. 

Now  there  are  problems  with  respect  to  their  longstanding  rela- 
tionship with  Pakistan,  We  are  looking  at  those  problems.  We  want 
to  make  sure  we  have  the  facts  right  before  we  act.  We  want  to 
make  sure  also  that  we  use  the  most  appropriate  of  the  panoply  of 
Federal  laws  that  are  available.  I  don't  think  it  will  be  very  long 
before  we  come  to  a  decision  about  this,  but  I  think  we  have  bene- 
fited from  taking  some  additional  time  to  study  the  matter 
through. 

Ms.  Pelosi.  Mr.  Secretary,  if  I  may,  I  think  that  that  course  of 
action  is  perfectly  appropriate  to  verify,  but  not  to  be  used  to  find 
a  way  out.  Sometimes  I  think  that  is  the  appearance  that  this  de- 
liberation gives. 

If  I  may  also  say  that  when  the  sanctions  were  issued  and  then 
waived  on  the  proliferation  of  missile  technology  to  Pakistan  a  cou- 
ple years  ago,  it  was  with  the  idea  that  this  would  help  us  have 
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China  change  its  proliferation  behavior.  Indeed,  instead  China's 
proHferation  has  moved  up  a  notch  beyond  missile  technology,  to 
nuclear  technology.  So  I  don't  think  that  that  policy  has  been  a  suc- 
cess in  that  regard. 

I  would  further  suggest  that  if  the  administration  is  uncomfort- 
able with  the  sanctions  that  Congress  has  in  place,  if  the  sanctions 
are  not  a  credible  threat  because  they  have  so  much  downside  to 
them  that  you  would  be  reluctant  to  use  them,  then  indeed  Con- 
gress and  the  administration  should  engage  in  a  discussion  to 
change  those  sanctions. 

My  colleague  Congressman  Berman  and  I,  have  suggested  this 
on  the  intelligence  bill,  where  the  administration  wanted  a  blanket 
waiver.  We  said  please  come  forward  and  make  some  suggestions 
so  that  other  countries  know  that  it  is  a  sanction  that  we  would 
implement.  Otherwise,  there  is  no  leverage  on  our  part. 

I  would  like  to  know,  also  in  relation  to  China,  Mr.  Secretary, 
what  the  administration  is  doing  about  advancing  the  resolution  at 
the  U.N.  Commission  on  Human  Rights  in  Greneva. 

HUMAN  RIGHTS 

Secretary  Christopher.  We  are  working  with  our  European  col- 
leagues. Certainly  the  U.N.  Human  Rights  Committee  is  the  right 
forum  to  be  addressing  this  issue  in.  Last  year  we  were  able  to 
work  somewhat  effectively,  though  not  successfully,  with  them.  We 
are  pursuing  that  same  role  this  time  to  try  to  engender  whatever 
support  we  can  for  our  position,  which  is  essentially  that  there  has 
not  been  any  significant  progress  by  the  Chinese  since  last  year. 

Our  human  rights  report  on  China  reflects  the  fact  that  we  have 
not  seen  the  kind  of  progress  that  we  hoped  would  be  made  by  the 
Chinese.  We  have  not  given  up  on  that  subject.  It's  a  long  endeav- 
or, one  that  is  not  likely  to  be  successfully  completed  or  resolved 
for  a  long  time,  but  the  short  answer  to  your  question,  Congress- 
woman,  is  that  we  are  working  with  our  European  allies  to  try  to 
mount  an  effort  in  the  U.N.  Human  Rights  Committee.  I  hope  that 
we'll  see  some  results  from  that  in  the  very  near  future. 

Ms.  Pelosi.  I  appreciate  that,  Mr.  Secretary.  I  know  it's  pre- 
sumptuous of  me  to  say  this,  because  you  have  written  the  book 
on  human  rights  internationally  and  domestically,  I  might  add. 
You  are  the  master.  But  I  do  think  the  policy  of  the  administration 
has  been  a  failure.  I  disagree  with  Mr.  Lightfoot.  I  believe  that  de- 
linking human  rights  and  trade  was  a  mistake,  and  that  it  has 
been  given  enough  time  to  prove  that.  We  never  really  did  link 
them  effectively,  because  we  never  were  serious  about  it  I  don't 
think. 

Further  to  that  point,  I  would  hope  that  we  would  end  the  deaf- 
ening silence  on  the  part  of  the  administration  in  terms  of  human 
rights  in  China,  and  Wei  Jingsheng  in  particular.  Wei  has  been 
really  one  of  the  heirs  to  our  own  Founding  Fathers  in  his  ideas 
and  in  his  courage  in  professing  them  and  he  is  still  incarcerated 
for  that. 

With  that,  the  chairman  is  very  subtly  giving  me  the  clue  that 
my  time  has  expired.  I  wanted  to  once  again  thank  the  Secretary 
for  his  leadership  and  commend  the  Clinton  administration  for 
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some  very  significant  foreign  policy  successes  this  year.  Thank  you, 
Mr,  Secretary. 

Secretary  CHRISTOPHER.  Thank  you  very  much. 

Mr.  Callahan.  The  gentlelad/s  nine  minutes  has  expired.  Mr. 
Knollenberg. 

KEDO 

Mr.  Knollenberg.  I  just  had  one  final  question,  Mr.  Secretary. 
You  mentioned  KEDO,  and  I  may  have  arrived  late,  but  I  think 
you  hit  some  of  the  lines  in  your  written  statement  in  your  verbal 
delivery.  You  talk  about  one  of  the  major  achievements  of  the  ad- 
ministration as  being  the  freezing  of  North  Korea's  nuclear  pro- 
gram in  its  tracks.  That  sounds  like  it's  over;  we  don't  have  to 
worry.  But  I  don't  get  the  same  impression  with  some  of  the  other 
sources  of  information. 

The  second  question  is,  what  is  a  proliferation  resistant  light 
water  reactor?  Because  I'd  love  to  see  us  patent  that  thing  and  sell 
it  to  Iran  and  Iraq.  Maybe  resistant  just  means  a  little  bit  resist- 
ant. But  I'd  like  the  answer  to  both  of  those  questions,  or  at  least 
a  response. 

framework  agreement  with  north  KOREA 

Secretary  Christopher.  Well,  I'm  very  glad  to  have  a  chance  to 
respond  to  both  parts  of  that,  a  little  better  on  the  first  half  than 
the  second  half,  Mr.  Knollenberg. 

When  we  came  into  office,  North  Korea  was  on  the  verge  of  a 
very  significant  nuclear  program.  They  were  moving  into  a  pro- 
gram that  would  have  produced  enough  plutonium  to  make  in  ex- 
cess of  five  bombs  every  year,  if  they  had  gone  forward  with  that 
program.  Thanks  to  some  very  aggressive  negotiations  conducted 
by  the  State  Department,  led  by  Ambassador  Galluci,  we  were  able 
to  work  out  what  is  called  a  Framework  Agreement  with  North 
Korea,  in  which  they  take  a  series  of  steps  and  we  take  a  series 
of  steps. 

One  of  the  first  steps  that  they  took  before  we  took  any  step  at 
all  was  to  freeze  their  nuclear  program.  That  doesn't  mean  that  it's 
over  for  all  time,  but  it  means  that  it's  frozen  and  is  not  going  for- 
ward. The  risk  that  we  had  when  we  came  into  office  that  they 
would  be  producing  this  much  plutonium  every  year,  enough  to 
make  a  number  of  bombs  is  no  longer  there  because  that  program 
has  been  stopped  in  its  tracks.  They  are  not  building.  They  have 
not  built  the  equipment  that  would  have  produced  that.  So  that's 
what  I  meant  by  it  being  stopped  in  its  tracks. 

The  equipment  that  might  have  produced  this  much  plutonium 
has  not  yet  been  dismantled,  but  it  will  be  dismantled  pursuant  to 
this  framework  agreement  as  we  proceed  step  by  step,  with  their 
taking  a  step  and  then  with  our  taking  a  step.  That  is  one  of  the 
most  valuable,  under-appreciated  agreements  that  has  been 
reached  in  the  United  States,  because  it  did  lance  the  boil,  prob- 
ably the  most  serious  proliferation  risk  that  has  existed  in  any  ad- 
ditional country,  other  than  the  five  major  nuclear  powers,  in  this 
decade. 

On  the  second  half  of  your  question,  I  am  not  enough  of  a  nu- 
clear scientist  to  answer  it  with  the  kind  of  precision  that  you 
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would  probably  like,  but  these  light  water  reactors  have,  as  a  con- 
sequence of  their  operation,  much  less  likelihood  of  producing 
weapons  material  than  the  old  reactors  did.  These  light  water  reac- 
tors are  considerably  safer  from  a  standpoint  of  whether  or  not 
they  can  create  dangerous  fuel  for  the  future  than  the  old-style  re- 
actors, which  they  will  put  out  of  business  at  the  end  of  this 
project. 

I  would  be  glad  to  give  you  a  more  refined  scientific  view  about 
this.  Any  reactor  has  some  possible  risk.  These  modem  light  water 
reactors  are  far  more  proliferation-resistant  than  the  old  ones  were. 

Mr.  Knollenberg.  I  think  the  key  word  here  is  "resistant."  It 
doesn't  mean  that  the  risk  has  been  nullified. 

Secretary  Christopher.  Exactly.  Fd  have  to  agree  with  that. 

Mr.  Knollenberg.  Thank  you. 

Mr.  Callahan.  Mr.  Secretary,  one  favor:  I  wish  you  would  re- 
quest AID  to  send  us  as  quickly  as  they  possibly  can  their  details 
on  the  1997  budget.  It  was  not  included  in  the  overall  thing.  We 
can't  even  get,  or  very  little  information  on  the  1996  plan,  which 
we  have  also  requested.  So  I  wish  you  would. 

Secretary  CHRISTOPHER.  I'll  ask  them  to  do  that  promptly,  Mr. 
Chairman.  I  know  that  they  are  anxious  to  cooperate  with  the  com- 
mittee. 

Mr.  Callahan.  I  know,  and  they  have  been.  Brian  Atwood  has 
been.  But  still,  I  couldn't  even  tell  the  bishop  from  the  AME 
churches,  who  came  to  visit  me  last  week — they  came  specifically 
about  how  much  AID  plans  to  spend  this  year  in  Africa — I  couldn't 
even  tell  him.  We  were  a  little  delinquent  in  getting  the  bill  over 
to  you,  but  AID  has  still  got  to  respond. 

Secretary  CHRISTOPHER.  Yes.  You  should  have  that,  Mr.  Chair- 
man. 

HAITI 

Mr.  Callahan.  One  thing  in  closing:  I  agree  with  Mrs.  Pelosi 
about  the  successes  of  this  administration,  but,  Mrs.  Pelosi,  it  also 
has  some  failures.  Certainly  I  have  been  the  first  to  praise  the  Sec- 
retary for  his  efforts  in  worldwide  peace  and  making  things  better 
for  people  worldwide,  but  Haiti,  for  example,  is  not  something  this 
administration  should  be  thumping  their  chests  over.  I  see  indica- 
tions of  that  taking  place. 

But  when  you've  spent  the  hundreds  of  millions  of  dollars  that 
we've  spent,  plus  the  billion  or  so  dollars  we've  spent  with  respect 
to  our  military  in  trying  to  create  some  type  of  successful  way  of 
life  for  Haitian  people,  and  then  when  you  see  economically  that 
80  percent  of  the  people  in  Haiti  are  still  unemployed,  up  from  40 
percent  before  we  went  in  there,  when  you  see  no  privatization  tak- 
ing place,  when  they  have  10  readily  available  plants  that  could  be 
privatized,  nothing  has  been  done  there,  not  much  accountability 
for  the  millions  of  dollars  we've  spent  on  humanitarian  aid.  When 
you  see  the  newly-trained  police  force  shooting  people  in  the  back 
of  their  head  in  their  own  homes  and  call  that  policing,  that's  not 
a  successful  foreign  venture. 

So  let's  thump  our  chest  over  the  President  calling  a  meeting  of 
all  of  the  nations  in  the  Middle  East  to  do  something  about  the  Is- 
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raeli  bombing  problem.  Let's  do  it  where  we  are  entitled  to,  but 
let's  not  exaggerate  the  success  of  Haiti. 

The  gentlelady  can  have  all  the  time  she  wants  with  the  Sec- 
retary, but  I've  got  to  leave. 

Ms.  Pelosi.  Oh,  Mr.  Chairman,  you  must  have  the  last  word.  I 
am  just  going  to  be  30  seconds,  30  Alabama  seconds. 

Mr.  Callahan.  The  gentlelady  has  the  floor. 

Ms.  Pelosl  I  understand  the  gentleman's  concern.  We  must  also 
always  be  persistent  in  trying  to  improve  the  situation  as  far  as 
Haiti  is  concerned.  There  is  a  long  way  to  go,  but  there  are  suc- 
cesses. I  think  the  record  should  also  show,  though,  Mr.  Chairman, 
that  before  the  President's  policy  was  in  effect,  we  had  50,000  refu- 
gees a  year  coming  to  our  shore.  It  was  costing  us  $1  million  a  day 
to  deal  with  that,  three  hundred  and  sixty  plus  million  dollars  a 
year.  The  cost  of  the  military  operation  in  Haiti  is  $250  million, 
and  these  people  are  home.  We're  working  on  some  of  the  problems 
that  you  so  correctly  put  forward  there. 

I  think  that  in  terms  of  the  money,  in  fact,  there's  $100  million 
savings  in  the  President's  policy  that  can  be  put  back  in  for  hu- 
manitarian assistance  to  make  the  world  better  in  Haiti  so  we  don't 
have  the  refugee  problem  here. 

Mr.  Callahan.  Alabama  time  says  your  time  has  expired.  Let 
me  just  respond  to  you  briefly.  We  don't  want  to  get  into  a  debate 
here,  although  I'll  be  glad  to  debate  the  gentlelady  on  it. 

You  know,  it  was  President  Clinton  as  a  candidate  that  invited 
all  the  Haitians  to  come  here.  Then  it  was  President  Clinton  as 
President  who  is  saying,  '*You  can't  come."  So  it  was  the  President's 
own  fault  that  the  Haitians  started  coming  here,  because  during 
the  campaign  he  said  they  are  going  to  be  welcomed,  and  they 
came. 

Mr.  Secretary,  once  again,  let  me  thank  you  for  coming,  and 
thank  you  for  your  responses  and  your  cooperation  with  me  and 
this  committee.  We'll  consider  this  meeting  adjourned  so  I  can  go 
and  get  your  $50  million  for  Israel  as  well  as  your  $200  million  for 
Bosnia. 

Secretary  Christopher.  Please  leave  right  away.  [Laughter.] 

[Questions  and  answers  for  the  record  follow:] 

Question  for  the  Record  Submitted  by  Chairman  Callahan 

HAITI 

Question.  Bob  Novak  in  his  column  mentioned  that  the  President  once  again  had 
committed  $100  million  to  Haiti.  Is  this  factual  or  not? 

Answer.  Mr.  Novak  asserted  that  the  President  promised  $100  milUon  in  new  as- 
sistance to  Haiti  during  the  visit  of  Haitian  President  Rene  Preval.  This  is  not  cor- 
rect. The  Administration's  previous  proposed  budget  request  for  FY  1997,  which  still 
requires  congressional  action,  includes  approximately  $100  miUion  in  aid  for  Haiti. 
This  includes  programs  for  child  support,  public  health,  strengthening  democratic 
institutions  and  building  Haiti's  nascent  police  force.  There  are  no  other  commit- 
ments beyond  this  proposed  request. 
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Questions  for  the  Record  Submitted  by  Representative  Porter 

ARMENIA 

Question.  As  you  know,  U.S.  law  now  prohibits  American  assistance  to  any  coun- 
try that  blocks  the  delivery  of  U.S.  humanitarian  assistance.  On  February  21st,  the 
State  Department's  Office  of  Caucasus  and  Security  Affairs  reaffirmed  that  Turkey 
indeed  blockades  all  assistance  going  to  Armenia.  Does  the  Administration  intend 
to  uphold  the  law  and  suspend  U.S.  assistance  to  Turkey,  or  has  the  President  de- 
cided to  waive  this  provision  of  law  with  respect  to  Turkey? 

Answer.  It  is,  of  course,  our  intent  to  uphold  the  law.  We  note  that  the  legislation 
permits  the  President  to  waive  the  aid  restriction  on  national  security  grounds.  We 
believe  it  is  appropriate  to  consider  carefully  the  possibility  of  a  waiver  that  covers 
our  assistance  programs  for  Turkey,  in  view  of  Turkey's  importance  to  many  United 
States'  national  security  interests. 

It  is  also  important  to  note  the  overall  helpful  and  responsible  role  that  Turkey 
has  played  in  the  search  for  peace  in  Nagomo-Keirabakh.  For  example,  PM  Yilmaz 
announced  on  March  22  that  Turkey  would  reopen  its  land  border  with  Armenia  as 
soon  as  there  was  agreement  between  Armenia  and  Azerbaijan  on  a  statement  of 
principles  governing  a  settlement  in  Nagorno-Karabakh.  This  is  a  very  positive 
statement,  and  we  welcome  it. 

AZERBAIJAN 

Question.  In  last  year's  Foreign  Operations  bill,  language  was  inserted  allowing 
the  President  to  provide  aid  directly  to  the  Government  of  Azerbaijan.  This  lan- 
guage was  inserted  against  the  wishes  of  Members  of  the  House  who  overwhelm- 
ingly voted  to  reaffirm  current  law  which  bans  direct  U.S.  assistance  to  the  Govern- 
ment of  Azerbaijan  until  the  embargoes  of  Armenia  and  Nagorno-Karabakh  re  lift- 
ed. Has  the  President  decided  if  he  is  going  to  use  this  waiver  and  provide  aid  to 
the  Government  of  Azerbaijan  this  year? 

Answer.  The  1996  Foreign  Operations  Appropriations  Act  contains  language  that 
would  allow  the  U.S.  to  provide  humanitarian  assistance  to  the  Government  of  Azer- 
baijan, notwithstanding  section  907  of  the  FREEDOM  Support  Act,  if  the  President 
determines  that  humanitarian  assistance  provided  in  Azerbaijan  through  non-gov- 
ernmental organizations  is  not  adequately  addressing  the  suffering  of  refugees  and 
internally  displaced  persons.  We  are  currently  reviewing  our  options  under  this  leg- 
islation. 

The  U.S.  has  a  tradition  of  providing  aid  to  the  needy,  and  the  700,000  refugees 
and  displaced  persons  in  Azerbaijan  should  not  be  an  exception.  We  remain  commit- 
ted to  providing  humanitarian  assistance  to  the  innocent  victims  on  both  sides  of 
the  Nagorno-Karabakh  conflict  and  to  helping  resolve  the  dispute.  We  have  and  will 
continue  to  consult  with  concerned  members  of  Congress  on  this  issue. 

Question.  The  Clinton  Administration  has  announced  that  it  supports  multiple  oil 
pipelines  from  Azerbaijan  flowing  to  the  West.  Turkey  has  stated  that  it  supports 
a  pipeline  to  traverse  Armenia,  the  most  stable  state  in  the  Caucasus  region.  Is  the 
Administration  working  with  Tvirkey  to  support  the  construction  of  a  pipeline 
through  Armenia? 

Answer.  The  USG  has  made  its  view  clear  that  multiple  pipeline  routes  are  the 
best  solution  for  exporting  Caspian  oil.  We  have  also  stressed  that,  to  be  successful, 
oil  and  gas  pipelines  must  be  commercially  viable  and  built  according  to  accepted 
commercial  principles.  We  have  endorsed  a  long-term  export  route  through  the 
Caucasus  to  Turkey's  Mediterranean  port  of  Ceyhan  as  one  of  several  routes  likely 
to  be  necessaiT.  We  have  no  position  on  the  specific  routing  any  oil  pipeline  will 
take  through  the  Caucasus;  this  decision  is  best  lefl;  to  the  companies  producing  the 
oil  and  the  Caucasian  countries  involved.  We  note,  however,  that  a  route  through 
Armenia  would  be  compUcated  by  the  ongoing  conflict  in  Nagairno-Karabakh. 

TURKEY 

Question.  As  you  know,  I  have  long  urged  Turkey  to  end  many  of  its  policies  that 
deny  its  own  citizens  and  the  citizens  of  its  smaller  neighbors  their  basic  human 
rights.  I  have  repeatedly  called  upon  Turkey  to  immediately  stop  its  military  assault 
against  its  own  Kurdish  minority  which  has  taken  over  20,000  lives,  to  end  its  ongo- 
ing illegal  occupation  of  C3rprus,  to  stop  blocking  the  delivery  of  humanitarian  as- 
sistance to  the  small,  struggling  country  of  Armenia,  and  to  refrain  from  making 
constant  threats  against  another  NATO  partner,  Greece.  This  past  Monday,  in  an 
article  in  the  Washington  Post,  Turkeys  new  Prime  Minister,  Mesut  Yilmaz,  pro- 
fessed that  Turkey  is  ready  and  eager  to: 
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(1)  Engage  in  discussions  to  begin  the  process  of  a  peaceful  settlement  with 
Greece 

(2)  Start  working  to  solve  the  Kurdish  situations  by  peaceful  means,  and 

(3)  Open  a  border  gate  with  Armenia  if  Turkey  sees  clear  signs  of  progress  toward 
a  peace  settlement  between  Armenia  and  Azerbaijan  in  their  five-year  war  over  the 
Nagomo-Karabagh  enclave. 

I  commend  Tiirkey  for  taking  these  positive  steps.  Yet,  saying  is  one  thing,  and 
doing  is  another.  I  would  like  to  know  how  the  Administration  plans  to  work  with 
Txu-key  to  ensxire  that  commitments  made  are  carried  out. 

Answer.  The  Administration  shares  your  concerns  about  Turkish-Greek  relations. 
The  difficult  problems  between  the  two  countries  were  discussed  by  the  President 
and  other  Administration  officials  with  both  the  Turkish  President,  Suleyman 
Demirel,  and  the  Greek  Prime  Minister,  Constantine  Simitis,  during  their  recent 
visits  to  Washington,  During  these  conversations,  we  emphasized  to  both  sides  that 
solutions  have  to  be  found  to  the  problems  which  divide  them.  The  solutions  must 
be  based  on  respect  for  international  law  and  treaties,  the  non-use  of  force  or  the 
threat  of  force,  respect  by  each  party  for  the  territorial  integrity  of  the  other,  and 
the  reference  of  disputes  to  the  International  Court  of  Justice  or  other  appropriate 
international  dispute  settlement  bodies.  We  will  continue  to  urge  both  countries  to 
begin  a  process  which  can  lead  to  a  fair  and  peaceful  solution  of  the  differences  be- 
tween them,  and  we  stand  ready  to  be  of  assistance  in  this  process. 

On  your  second  point,  we  are  greatly  encoiu-aged  by  the  new  coalition  Govern- 
ment's pledge  to  make  a  serious  effort  to  develop  political,  cultural  and  economic 
solutions  to  the  conflict  in  the  southeast.  The  March  4  protocol  which  set  the  terms 
for  the  new  government  listed  several  proposals  to  this  end.  Among  them,  the  gov- 
ernment announced  plans  to  lift  the  state  of  emergency  in  the  southeast.  It  also  in- 
cluded plans  to  "undertake  wide  ranging  reforms  both  in  legislation  and  in  the  Con- 
stitution to  enhance  freedom  of  expression,  freedom  of  conscience  and  freedom  of  en- 
terprise." We  understand  from  a  public  statement  by  Prime  Minister  Mesut  Yilmaz 
that  there  are  plans  to  grant  the  Kurds  cultural  freedoms — such  as  Kurdish  lan- 
guage education  in  private  schools.  We  are  urging  the  Turkish  Government  to  im- 
plement these  changes  fully  and  quickly. 

Turkey  has  been  a  responsible  and  helpful  partner  in  the  search  for  peace  in 
Nagorno-Karabakh.  On  March  22,  new  Tiu-kish  PM  YUmaz  announced  that  Turkey 
would  reopen  its  land  border  with  Armenia  as  soon  as  there  was  agreement  between 
Armenia  and  Azerbaijan  on  a  statement  of  principles  governing  a  settlement  in 
Nagorno-Karabakh.  This  represents  a  positive  change  in  Ankara's  position,  which 
had  previously  tied  reopening  the  land  border  to  a  ceasefire  and  withdrawal  of 
Nagorno-Karabakh  Armenian  forces.  We  hope  that  it  will,  however,  have  a  positive 
effect  on  the  peace  negotiations,  although  it  is  too  soon  for  Yerevan  to  have  re- 
sponded to  this  initiative.  We  have  informed  the  Turkish  government  both  here  and 
in  Ankara  that  we  viewed  PM  Yilmaz's  announcement  as  a  very  positive  and  helpful 
step.  We  will  continue  to  work  hard  to  make  the  negotiations  a  success  and  to  press 
Turkey  to  deliver  on  this  commitment. 

Question.  I  do  not  understand  why  the  United  States  continues  to  send  weapons 
to  Turkey,  knowing  fiiU  well  that  the  Turkish  government  uses  these  weapons 
against  its  Kurdish  minority.  Can  you  please  explain  why  the  Administration  con- 
tinues to  supply  weapons  to  Turkey? 

Answer.  Turkey  remains  very  important  to  United  States  national  security  inter- 
ests. Military  sales  and  transfers  are  considered  on  a  case-by-case  basis,  and  as  a 
matter  of  law  and  policy,  human  rights  considerations  are  weighed  carefully  in 
these  decisions. 

Turkey  stands  at  the  crossroads  of  a  number  of  issues  that  are  critical  for  the  U.S. 
on  the  Eurasian  continent:  peace  in  the  Balkans,  advancing  a  settlement  in  Cyprus 
and  resolution  of  Aegean  issues,  containing  Iraq  and  Iran,  bringing  stability  to  the 
Caucasus,  negotiations  with  Russia  on  CFE  issues,  and  bringing  Caspian  Basin  oil 
to  the  West.  Turkey  hosts  Operation  Provide  Comfort  (which  maintains  the  no-fly 
zone  over  northern  Iraq  and  provides  humanitarian  assistance  to  the  population  of 
the  region).  Turkey  is  also  developing  increasingly  important  and  usefiil  relation- 
ships with  Israel  and  the  moderate  Arab  states  of  the  Middle  East.  Finally,  Tiu-key 
is  important  for  U.S.  trade  and  investment,  and  has  been  designated  as  one  of  the 
ten  big  emerging  markets  for  U.S.  goods  by  the  Department  of  Commerce. 
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Currently  some  3,300  uniformed  military  and  civilian  DoD  personnel  (excluding 
dependents)  are  stationed  in  Turkey,  a  democratic,  secular  nation  in  a  region  with 
weak  democratic  traditions,  and  widespread  political  instability.  Incirlik  Air  Base  is 
the  easternmost  NATO  Air  Base,  and  NATO-dedicated  bases  in  Turkey  are  essential 
for  the  projection  of  U.S./NATO  power  into  an  unstable  region. 

Turkey  remains  engaged  in  a  military  conflict  with  the  terrorist  Kurdistan  Work- 
ers' Party  (PKK).  We  continue  to  be  very  concerned,  and  to  raise  at  high  levels  with 
the  Turkish  government,  the  manner  in  which  it  has  conducted  military  operations 
in  the  southeast  and  limitations  on  cultural  and  civil  expression  by  Turkey's  Kurd- 
ish citizen.  We  are  heartened  by  recent  statements  from  PM  Yilmaz  that  legislation 
to  lift  the  the  state  of  emergency  in  the  southeast  will  be  introdcued  shortly.  Yilmaz 
has  also  stated  that  military  measures  alone  could  not  be  effective,  and  that  eco- 
nomic, political,  social  and  cultural  measures  must  be  used  to  address  problems  in 
that  region.  We  are  urging  the  Turkish  Government  to  implement  these  statements 
soon. 

CYPRUS 

Question.  Tiu"key  continues  to  illegally  occupy  Cjrprus  with  over  30,000  Turkish 
troops  stationed  in  the  upper  one  third  of  the  country.  This  past  September,  the 
House  passed  a  resolution  supporting  a  solution  to  the  long-standing  dispute  regard- 
ing Cyprus.  As  you  know,  AmDassador  Holbrooke  has  left  his  position  as  Assistant 
Secretary  of  State  for  European  and  Canadian  aflTairs.  Prior  to  his  departure.  Am- 
bassador Holbrooke  promised  to  make  1996  the  year  of  the  big  push  on  Cyprus.  I 
am  very  concerned  with  Ambassador  Holbrooke's  departure  that  the  Cyprus  issue 
will  remain  unresolved.  Thus,  I  would  like  to  know  specifically  the  Administration's 
plans  for  Cyprus  for  1996. 

Answer.  We  remain  committed  to  making  a  concerted  effort  on  Cyprus  this  year, 
once  circumstances  permit.  We  have  been  awaiting  clarification  of  the  political  situ- 
ations in  Ankara  and  Athens  and  calming  of  Aegean  tensions  before  launching  our 
initiative.  More  recently,  we  have  had  to  take  into  account  Turkish  Cypriot  leader 
Denktash's  recovery  from  his  March  3  heart  attack  and  the  campaign  for  the  upcom- 
ing May  26  Greek  Cypriot  parliamentary  elections. 

Since  last  year,  we  have  been  preparing  the  groundwork  for  our  initiative.  Follow- 
ing Mr.  Seattle's  December  visit  to  Nicosia,  Ambassador  Boucher  continued  his  con- 
sultations with  the  two  leaders.  Our  Special  Cyprus  Coordinator,  Ambassador  Wil- 
liams, has  also  been  in  Europe  talking  to  European  Union  officials  about  coordinat- 
ing U.S.  and  U.N.  efforts  under  the  aegis  of  the  Secretary  General's  good  offices  mis- 
sion. Acting  Assistant  Secretary  Komblum  will  visit  the  region  of  April.  In  addition, 
we  are  receiving  a  number  of  key  regional  leaders  in  Washington.  Cyprus  figures 
prominently  in  conversations  that  President  Clinton  and  other  senior  Administra- 
tion officials  have  with  senior  figures  from  the  region,  as  well  as  other  European 
capitals.  President  Demirel  has  reaffirmed  his  country's  willingness  to  work  toward 
a  solution.  We  have  also  had  substantive  talks  with  Prime  Minister  Simitis  of 
Greece.  We  are  expecting  Greek  President  Stephanopoulos  in  May  and  Cypriot 
President  Clerides  in  June. 

Following  the  parliamentary  elections  on  May  26,  and  Denktash's  anticipated  re- 
covery, we  intend  to  intensify  our  efforts  to  have  both  parties  engage  in  comprehen- 
sive, face-to-face  talks  aimed  at  establishing  the  bizonal,  bicommunal  federation  in 
Cyprus  we  have  been  trying  to  achieve  for  so  many  years.  We  share  the  U.N.'s  con- 
fidence that  all  the  basic  elements  of  an  agreement  are  on  the  table.  If  the  two  com- 
munities have  sufficient  willingness  to  maKe  tradeoffs  on  these  elements,  we  believe 
it  should  be  possible  to  come  to  a  fair  and  just  settlement. 

TIBET 

Question.  If  the  EU  fails  to  introduce  a  resolution  on  China  and  Tibet  at  the 
UNHRC  meeting,  will  the  US  introduce  it? 

Answer.  The  EU  has  drafted  a  UNHRC  resolution  on  human  rights  in  China 
which  will  be  co-sponsored  by  the  U.S.  It  expresses  concern  over  China's  human 
rights  practices,  including  the  "inadequate  protection  of  the  distinct  cultural,  ethnic, 
linguistic  and  religious  identity  of  Tibetans."  The  EU  and  the  U.S.  have  already  de- 
livered joint  demarches  in  support  of  the  resolution  in  UNHRC  capitals.  It  will  be 
tabled  in  the  UNHRC  shortly. 

Question.  As  you  know,  many  of  us  in  the  Congress  are  deeply  concerned  about 
the  situation  for  the  Tibetan  people  who  have  been  living  under  Chinese  occupation 
since  1949.  Recent  reports  by  non-government  organizations  and  by  the  State  De- 
partment's Country  Human  Rights  Report  indicate  that  there  is  a  downward  spiral- 
ing  in  the  treatment  of  the  Tibetan  people  by  the  Chinese  authorities — including  a 
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huge  increase  in  the  political  arrests  and  continued  torture  and  mistreatment  of 
those  in  custody. 

What  other  steps  does  the  U.S.  intend  to  take  to  try  to  bring  relief  to  the  6  million 
people  in  Tibet  suffering  under  Chinese  rule? 

Answer.  We  have  sought  positive  Chinese  action  to  protect  the  distinctive  reli- 
gious, linguistic  and  cultural  heritage  of  the  Tibetan  people.  At  the  same  time,  like 
the  entire  international  community,  including  China's  neighbors,  the  United  States 
has  consistently  acknowledged  that  Tibet  is  part  of  China.  It  is  within  this  policy 
context  that  we  seek  improved  treatment  of  ethnic  Tibetans  and  other  peoples  in 
China. 

U.S.  officials  from  the  Embassy  in  Beijing  and  the  Consulate  General  in  Chengdu 
visit  Tibet  periodically  to  assess  the  political,  economic,  and  social  situation  there 
and  to  demonstrate  our  continuing  interest  in  Chinese  human  rights  practices  in 
Tibet. 

We  have  urged  Beijing  in  bilateral  contacts  to  enter  into  direct  and  serious  nego- 
tiations with  the  Dalai  Lama  to  settle  longstanding  differences.  We  have  also  raised 
our  concerns  about  human  rights  abuses  in  Tibet  dvuing  bilateral  discussions,  most 
recently  during  March  talks  in  Washington  between  National  Security  Advisor  Lake 
and  his  Chinese  counterpart. 

Our  policy  also  seeks  to  improve  respect  for  the  individual  human  rights  of  Tibet- 
ans. We  continue  to  urge  an  end  to  the  use  of  force  against  those  in  Tibet  who 
peacefully  demonstrate  to  express  their  political  and  religious  beliefs.  We  have 
called  on  Chinese  authorities  to  stop  detaining  prisoners  of  conscience,  and  to  cease 
the  abuse  and  torture  of  prisoners.  We  have  also  pressed  for  improvement  of  prison 
conditions. 

In  addition,  the  United  States  provides  humanitarian  assistance  to  Tibetan  refu- 
gees in  India  and  also  contributes  to  the  U.N.  High  Commissioner  for  Refugees 
(UNHCR)  to  assist  Tibetans  transiting  Nepal.  As  part  of  the  Immigration  Act  of 
1990,  one  thousand  "displaced  Tibetans"  were  given  special  immigrant  visas,  and 
have  since  resettled  throughout  the  United  States.  The  United  States  Information 
Agency  provides  scholarships  for  Tibetan  students  and  professionals  to  study  in  the 
United  States,  and  the  Tibetan  service  of  the  Voice  of  America  broadcasts  two  hour- 
long  Tibetan  language  programs  daily. 

In  addition  to  bilateral  means,  we  also  employ  multilateral  diplomacy  to  raise  our 
concerns  about  human  rights  abuses  in  Tibet.  We  are  working  again  this  year  with 
the  European  Union  and  other  concerned  countries  at  the  U.N.  Human  Rights  Com- 
mission in  Geneva  to  adopt  a  resolution  on  the  human  rights  situation  in  China. 
Among  other  matters,  the  resolution  expresses  the  special  concern  of  the  inter- 
national community  for  Tibetans  and  China's  54  other  ethnic  minorities. 

Thus,  the  Administration  continues  to  emphasize  human  rights  concerns  in  Tibet 
as  part  of  our  policy  toward  China.  While  we  also  take  into  account  key  U.S.  eco- 
nomic and  security  interests  in  Asia,  our  strategy  of  engagement  with  China  offers 
the  best  prospect  of  achieving  sustainable  progress  on  human  rights  in  China,  in- 
cluding Tibet,  over  the  long  term. 

Question.  The  U.S.  has  provided  humanitarian  assistance  to  Tibetan  refugees  liv- 
ing in  India  and  Nepal.  Such  assistance  has  provided  critical  relief  to  the  over 
120,000  refugees  who  fled  Chinese  occupied  Tibet.  I  would  like  to  know  how  the  Ad- 
ministration plans  to  assist  these  Tibetan  refugees  in  the  future. 

Answer.  In  FY  1995,  the  Department  contributed  $850,000  to  the  Tibet  Fund,  a 
U.S.  based  non-governmental  organization,  for  programs  of  humanitarian  assistance 
to  Tibetan  refugees.  The  Department  also  contributed  $9,100,000  to  the  United  Na- 
tions High  Commissioner  for  Refugees  (UNHCR)  for  its  work  in  South  Asia.  This 
contribution  included  an  earmark  of  $100,000  specifically  for  UNHCR  programs 
benefiting  Tibetan  refugees  in  Nepal.  In  FY  1996,  we  plan  to  continue  to  support 
the  work  of  the  Tibet  Fund  and  UNHCR  to  assist  "Tibetan  refugees  as  we  have  done 
in  the  past. 

ISRAELI-PALESTINIAN  AGREEMENT 

Question.  The  Palestinian  Council  has  now  been  inaugurated.  According  to  the 
Oslo  II  agreement,  the  Palestinian  National  Council  has  60  days,  until  May  7th,  to 
amend  provisions  of  the  Covenant  calling  for  Israel's  destruction. 

(A)  What  is  Arafat  doing  to  meet  this  timetable? 

(B)  Do  you  expect  the  Covenant  to  be  amended,  and  how  do  you  expect  these 
changes  to  take  place? 

(C)  What  will  be  the  consequences  if  it  is  not,  and  what  specifically  will  the  U.S. 
reaction  be  if  the  Covenant  is  not  amended  in  an  applicable  manner,  in  the  time 
period  allotted? 
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Answer.  The  September  28,  1995  Israeli-Palestinian  Interim  Agreement  specifi- 
cally commits  the  PLO,  within  two  months  of  the  date  of  the  inauguration  of  the 
elected  Palestinian  Council,  to  formally  approve  the  necessary  changes  in  the  Pal- 
estinian Covenant. 

Elections  for  the  Council  were  held  on  January  20.  Since  the  elections,  Arafat  and 
other  senior  PLO  officials  have  reaffirmed  their  intent  to  amend  the  covenant  ac- 
cording to  the  agreed  timetable.  The  Council  convened  for  the  first  time  March  7. 

We  uiUy  expect  the  PLO  to  follow  through  with  its  commitment  to  change  the  rel- 
evant language  in  its  charter  in  a  wav  that  is  unmistakable  and  unambiguous.  We 
have  made  this  clear  to  the  highest  levels  of  the  PLO  and  will  follow  this  closelv 
to  ensure  that  the  PLO  takes  the  necessary  actions.  There  are  many  ways  in  which 
the  PLO  could  amend  its  charter.  We  are  more  concerned  with  the  result  than  with 
the  form.  The  PNC  was  meet  April  22-26. 

The  President  on  March  31  renewed  the  suspension  of  the  Middle  East  Peace  Fa- 
cilitation Act  of  1995  only  until  June  15.  The  President  has  chosen  to  exercise  his 
authority  to  suspend  for  this  initial  period,  rather  than  for  the  full  six  months,  dur- 
ing which  time  we  will  continue  to  carefully  monitor  PLO  behavior,  particularly  in 
the  area  of  security  and  with  respect  to  its  obligation  to  amend  the  PNC  Covenant. 

Without  Presidential  certification  four  statutory  restrictions  would  apply:  (1)  a 
prohibition  on  the  opening  of  a  PLO  office  in  the  U.S.,  (2)  a  restriction  on  PLO  par- 
ticipation in  the  IMF  as  an  observer,  (3)  a  prohibition  on  U.S.  citizens  receiving 
funds  from  the  PLO,  and  (4)  proportionate  withholding  of  U.S.  funds  to  inter- 
national organizations  for  programs  that  benefit  the  PLO.  In  addition,  without  the 
Presidential  waiver,  legislation  would  prohibit  assistance  to  the  PLO  for  the  West 
Bank  and  Gaza  Strip  contained  in  Section  554  of  the  FY  96  Foreign  Operations  Ap- 
propriations Act. 

TERRORIST  ATTACKS 

Question.  As  a  result  of  the  recent  terrorist  attacks  in  Israel,  President  Clinton 
said  that,  "Chairman  Arafat  knows  that  his  leadership  and  the  hopes  of  the  Pal- 
estinian people  are  under  direct  challenge.  He  must  do  everything  to  end  this  cam- 
paign of  terror.  I  have  pledged  to  Prime  Minister  Peres  that  the  United  States  will 
work  with  Israel  and  with  our  friends  in  the  Middle  East  to  stop  the  killing,  to  bring 
criminals  to  justice,  to  permit  the  process  the  process  of  peace-making  to  continue.  * 
The  Administration  has  sent  very  tough  public  and  private  messages  to  Arafat 
about  specific  steps  he  is  expected  to  take. 

(A)  How  has  Arafat  responded? 

(B)  Is  he  doing  all  he  can  to  stop  terrorism? 

(C)  How  do  you  rate  PLO  compliance  with  the  commitments  it  has  made? 
Answer.  The  PLO  has  made  a  number  of  commitments  to  its  peace  partners. 

Among  them  are  that  it  renounces  the  use  of  terrorism  and  other  acts  of  violence, 
that  it  will  call  on  Palestinians  to  refrain  from  violence,  and  that  it  assumes  respon- 
sibility over  all  PLO  elements  and  personnel  to  assure  their  compliance,  prevent  vio- 
lations and  discipline  violators. 

We  beheve  that  while  they  could  do  more,  the  PLO  and  PA  are  abiding  by  their 
commitments.  Arafat  has  responded  to  the  recent  wave  of  suicide  bombings  with  an 
unprecedented  crackdown  against  HAMAS  and  Islamic  Jihad.  Since  February  25, 
Arafat  has:  Detained  hundreds  of  HAMAS  and  Islamic  Jihad  activitists;  outlawed 
the  military  wings  of  HAMAS  and  Islamic  Jihad;  arrested  a  ntunber  of  key 
operatives  of  the  Izz  ad-Din  al-Qassam  brigades,  including  the  deputy  commander, 
and  as  many  as  12  suspects  on  a  most-wanted  list  provided  by  Israel;  raided  refugee 
camps,  Gaza's  Islamic  University  and  a  teachers'  college  in  Ramallah;  seized  weap- 
ons and  explosives;  set  up  random  checkpoints  to  search  for  fugitives  and  weapons; 
searched  over  40  HAMAS  institutions,  including  schools,  social  clubs,  clinics  and 
newspapers;  seized  HAMAS  financial  records  and  targeted  money-changers  known 
to  handle  funds  for  HAMAS;  sentenced  Abu  Wardeh,  the  recruiter  of  three  suicide 
bombers,  to  Ufe  to  prison  with  hard  labor;  asserted  PA  control  over  mosques;  banned 
HAMAS  demonstrations  and  propaganda;  started  an  unprecedented  campaign  to  in- 
fluence public  opinion,  with  numerous  condemnations  of  terrorism  by  Palestinian 
Authority  officials  and,  for  the  first  time,  rallies  for  the  peace  process  and  against 
violence. 

We  continue  to  urge  the  PLO  and  the  PA  to  sustain  and  further  intensify  their 
fight  against  terrorism  and  violence. 

NIGERIA 

Question.  Nigeria  has  had  10  years  of  civilian  rule  since  gaining  independence 
&x>m  Britain  in  1960.  General  Abacha  seized  power  on  November  17th,  1993  after 
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nullifying  an  election  that  businessman  Moshood  Abiola  appeared  to  have  won. 
Upon  taking  power,  the  Abacha  government  stated  their  commitment  to  an  early 
return  to  civilian  and  democratic  rule.  However,  actions  of  the  Abacha  regime  indi- 
cate otherwise.  The  Nigerian  economy  plummeted  and  the  human  rights  situation 
went  from  bad  to  worse.  The  November  10th,  1995  execution  by  hanging  of  Ken 
Saro-Wiwa  and  eight  other  Ogoni  environmental  activists  was  carried  out  by  the 
Government  of  Nigeria  after  a  trial  that  ignored  the  fundamental  standards  of  legal 
process,  despite  pleas  for  clemency  by  the  African  and  international  community,  as 
well  as  the  United  States  Administration  and  many  members  of  Congress.  I  would 
like  to  know  how  the  Administration  has  responded  to  Nigeria's  unwillingness  to 
proceed  down  a  road  of  democratic  reform,  and  what  additional  steps  the  Adminis- 
tration plans  to  take  to  further  pressure  the  Nigerian  military  government  of  Gen- 
eral Sani  Abacha  to  move  toward  democracy. 

Answer.  Following  the  execution  of  Ken  Saro-Wiwa  and  8  others,  we  unilaterally 
tightened  sanctions  on  visas  and  arms  sales  to  Nigeria.  Also,  with  our  support,  a 
majority  of  UN  members,  passed  a  resolution  condemning  the  executions,  expressing 
concern  over  hiunan  rights  abuses,  and  calling  for  restoration  of  civilian,  democratic 
government.  The  UN  resolution  became  the  basis  for  a  resolution  that  we  expect  to 
be  adopted  in  the  current  UN  Hiunan  Rights  Commission  session. 

Sanctions  now  in  place:  We  imposed  visa  restrictions,  banned  arms  sales,  ceased 
all  aid  except  humanitarian/democratization  aid  through  non-governmental  entities, 
and  suspended  consideration  of  Nigeria's  applications  for  EXIM  and  OPIC  financing. 
Decertification  for  narcotics  trafficking  was  renewed  on  March  1,  1996  for  the  third 
time. 

We  continue  to  review  other  possible  measures  with  respect  to  Nigeria  in  con- 
sultation with  the  international  community  in  particular  our  Western  allies,  key  Af- 
rican countries,  the  European  Union,  and  the  Commonwealth.  We  do  not  rule  out 
taking  further  steps. 

The  U.S.  goal  is  restoration  of  civilian,  democratic  government  by  a  process  that 
respects  the  will  of  the  Nigerian  people.  We  are  deeply  concerned  by  the  Nigerian 
government's  continuing  disregard  for  basic  international  norms  and  universal 
standards  of  human  rights. 

HONG  KONG 

Question.  What  is  the  Administration's  position  on  the  pending  transfer  of  control 
of  Hong  Kong  to  the  People's  Republic  of  China?  In  light  of  recent  moves  indicating 
the  intent  of  the  communist  Chinese  to  abolish  democratic  institutions  in  Hong 
Kong  what  can  the  United  States  do  to  assist  Hong  Kong? 

Answer.  The  United  States  policy  toward  Hong  Kong  is  grounded  in  a  determina- 
tion to  help  preserve  Hong  Kong's  prosperity  and  way  of  life.  We  believe  the  1984 
Sino-British  Joint  Declaration  provides  a  comprehensive  and  rational  framework  for 
Hong  Kong's  continued  stability  and  prosperity  after  its  reversion  to  Chinese  sov- 
ereignty on  July  1,  1997.  A  smooth  and  successful  transition  in  Hong  Kong  will 
serve  the  best  interests  of  the  broader  international  community,  which  has  both  con- 
tributed to  and  benefitted  from  Hong  Kong's  prosperity  and  way  of  life.  Maintenance 
of  the  letter  and  spirit  of  the  Joint  Declaration  is  the  foundation  of  Hong  Kong's 
future  success  and  is,  as  we  continue  to  express  to  China,  in  the  best  interests  of 
all  concerned. 

Although  specific  transition  issues  must  be  resolved  between  Britain  and  China, 
we  play  a  strong  supportive  role  to  ensure  protection  of  U.S.  interests  through  a  suc- 
cessful and  stable  transition.  While  accepting  PRC  sovereignty  over  Hong  Kong 
after  reversion,  the  U.S.-Hong  Kong  Policy  Act  of  1992  established  domestic  legal 
authority  to  treat  Hong  Kong  as  an  entity  distinct  from  the  PRC  after  1997.  The 
Act  underscores  the  importance  of  U.S.  interests  in  Hong  Kong  and  reinforces  the 
Joint  Declaration  principle  of  "one  country,  two  systems." 

The  foundations  of  Hong  Kong's  success  are:  its  system  of  free  trade  and  noninter- 
ventionist  economic  policies;  its  solid  legal  system;  and  open  and  accountable  gov- 
ernment; protection  of  civil  liberties;  and  a  free  press.  Stable  governing  structures, 
including  the  civil  service,  are  vital  to  Hong  Kong's  smooth  transition  and  its  pros- 
pects for  continued  prosperity  after  1997. 

BOSNIA 

Question.  How  does  the  Administration  intend  to  address  the  problem  created  by 
the  refusal  of  the  Bosnian  Muslims  and  Croats  to  cooperate  in  forming  the  govern- 
mental structure  that  they  committed  to  in  the  Dayton  Peace  Accords?  Does  the 
United  States  intend  to  pressvu-e  these  two  groups  to  form  an  alliance  that  they  do 


49 

not  wish  to  pursue  or  does  the  United  States  intend  to  abandon  this  "nation  build- 
ing" effort? 

Answer.  The  Federation  of  Bosnia  and  Herzegovina  was  bom  in  March  1994, 
when  the  leaders  of  the  Republic  of  Bosnia  and  Herzegovina,  the  Republic  of  Cro- 
atia, and  the  Bosnian  Croat  community  signed  an  agreement  in  Washington  forming 
a  bicommunal  federation  of  Muslims  and  Croats  within  Bosnia  and  Herzegovina. 
The  Federation  achieved  one  important  goal  quickly,  stopping  fighting  between 
Bosnia's  Muslims  and  ethnic  Croats.  Significant  further  progress  has  been  made 
since  the  Dajrton  cease-fire.  The  Federation  is  one  of  two  entities  that  make  up 
Bosnia  and  Herzegovina  under  the  Dayton  peace  agreement. 

The  Federation's  political  leaders — of  both  ethnicities — have  repeatedly  assured 
the  United  States  and  the  international  community  of  their  commitment  to  make 
the  Federation  work.  Recent  progress  includes: 

In  January,  the  Federation  Assembly  agreed  on  a  government  of  15  ministries  for 
the  Federation  entity. 

At  a  February  17-18  meeting  in  Rome  the  parties  settled  the  contentious  issue 
of  town  districts  in  Mostar  and  opened  the  way  to  restoring  freedom  of  movement 
throughout  the  city. 

Afler  tough  negotiations,  agreement  on  interim  municipal  assemblies  for  the 
mixed  cantons  of  Middle  Bosnia  and  Neretva  was  reached  March  28. 

A  multi-ethnic  Federation  police  force  is  now  deployed  throughout  a  reunified  Sa- 
rajevo. 

In  April,  Federation  customs  officials  began  collecting  duties  and  for  the  first  time 
depositing  the  revenues  in  Federation  accounts. 

On  March  30,  the  Office  of  the  High  Representative  in  Sarajevo  brokered  an 
agreement  making  headway  on  a  range  of  issues  including,  inter  alia,  customs,  the 
Federation  flag,  coat  of  arms,  poUce,  cantons,  and  municipal  governments. 

The  United  States  remains  committed  to  providing  whatever  assistance  it  can  to 
help  the  Federation  parties  resolve  their  remaining  differences.  In  Sarajevo  on  April 
3,  Acting  Assistant  Secretary  of  State  John  Komblum  convened  the  first  meeting 
of  the  Federation  Forum.  The  Forum  is  a  U.S.-led  structure  designed  to  facilitate 
intensive  regular  consultations  between  the  Bosnian  Croats  and  Muslims  on  Federa- 
tion issues.  This  initiative  will  enable  the  international  community  to  engage  the 
parties  in  resolving  outstanding  problems  in  a  systematic  way. 

At  this  first  meeting,  the  parties  endorsed  the  March  30  agreement  negotiated 
under  the  auspices  of  the  High  Representative's  office.  Other  discussion  focused  on 
procedural  matters  and  police.  It  was  further  agreed  that  the  Forum  would  continue 
to  meet  weekly  in  Sarajevo  at  the  working  level  and  that  high-level  follow-on  Forum 
would  take  place  in  Washington  in  mid-May. 

The  Federation  is  a  pillar  of  the  Dajrton  peace  agreement  and  the  leaders  of 
Bosnia's  Muslim  and  Croat  communities  are  firm  in  its  support.  It  continues  to  ful- 
fill its  key  original  purposes:  preventing  a  renewal  of  Muslim-Croat  fighting  and 
channeling  any  differences  into  the  political  arena  for  resolution.  The  United  States 
will  continue  to  play  an  active,  supporting  role  in  the  Federation's  development. 

GUATEMALA 

Question.  How  does  the  Administration  plan  to  address  the  problem  created  by 
CIA  coverups  of  U.S.  involvement  in  corruption  in  Guatemala  which  severely  under- 
mines the  United  States  poUcy  to  foster  democratic  growth  in  this  country? 

Answer.  On  March  30,  1995  the  President  ordered  the  Intelligence  Oversight 
Board  (lOB)  to  conduct  a  government-wide  inquiry  into  U.S.  intelhgence  activities 
related  to  specific  human  rights  abuse  cases  in  Guatemala.  The  lOB  is  expected  to 
complete  its  investigation  and  submit  a  report  to  the  President  later  this  spring. 
Until  the  lOB  reports  its  findings  to  the  President,  we  cannot  comment  on  the  role 
of  intelligence  activities  on  U.S.  policy  in  Guatemala. 

ENVIRONMENTAL  ISSUES 

Question.  In  recent  speeches  this  year,  you  have  launched  an  initiative  to 
prioritize  environmental  issues  on  the  U.S.  foreign  policy  agenda.  As  you  said  in  an 
address  last  month  in  El  Salvador,  "protection  of  the  environment  is  key  to  lasting 

Eolitical  peace  and  economic  advancement  of  the  hemisphere."  Specifically,  you  have 
ighlighted  the  need  for  attention  to  preserving  biodiversity,  reduction  of  green- 
house gases,  and  improving  the  state  of  the  world  s  oceans. 

Last  week,  at  a  Senate  Foreign  Operations  Appropriations  Subcommittee  hearing, 
J.  Brian  Atwood,  Administrator  of  the  U.S.  Agency  for  International  Development 
outlined  the  agency's  plans  to  shut  down  many  of  their  missions  potentially  in  coun- 
tries strategic  to  global  biodiversity  such  as  Brazil,  Indonesia  and  Papua  New  Guin- 
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ea.  With  this  scale  back  in  missions  and  AID  global  influence,  what  other  vehicles 
will  the  U.S.  use  in  implementing  these  environmental  initiatives  in  U.S.  foreign 
policy? 

Answer.  USAID's  plan  to  reduce  further  its  overseas  mission  presence  is  a  painful 
but  necessary  response  to  the  deep  budget  cuts  that  agency  has  received.  We  are 
still  discussing  the  scope  and  timing  of  USAID's  mission  closeouts,  and  no  final  deci- 
sions have  been  made.  I  want  to  assure  you  that  we  are  weighing  heavily  in  these 
decisions  our  global  environmental  interests,  including  biodiversity.  USAID  intends 
to  continue  environmental  programs  in  a  limited  number  of  key  countries  where  it 
no  longer  will  maintain  a  full  mission. 

In  the  face  of  declining  budgets,  we  are  reorienting  remaining  resovu"ces  and  ex- 
ploring innovative  approaches  to  achieve  the  important  environmental  goals  that  I 
have  outlined.  I  announced  April  9  that  we  would  estabhsh  environmental  "hubs" 
at  our  embassies  in  key  countries.  These  will  address  regional  natural  resource  is- 
sues, advance  sustainable  development  goals,  and  help  U.S.  businesses  to  sell  their 
leading-edge  environmental  technology.  In  addition,  we  have  been  working  closely 
with  NGO's  and  other  partners  to  stretch  our  precious  resoiu-ces.  For  example,  we 
are  working  with  NGO's  in  Papua  New  Guinea  to  establish  an  environmental  trust 
fund  and  in  Ce^itral  Africa  to  implement  USAID's  Regional  Program  for  the  Envi- 
ronment there. 

We  have  strongly  encouraged  efforts  by  the  multilateral  development  banks  to  in- 
corporate environmental  sustainability  into  their  lending  programs,  and  rely  in- 
creasingly on  them  to  provide  funding  and  expertise  for  strengthening  of  govern- 
ment environmental  institutions,  clean-up  and  mitigation  activities,  and  natural  re- 
source management  programs.  Hemispheric  cooperation  to  implement  Summit  of 
the  Americas  commitments  and  our  new  Common  Agenda  for  the  Environment  with 
BrazU  are  two  additional  examples  of  initiatives  which  should  focus  scarce  resources 
and  political  will  on  the  resolution  of  environmental  challenges.  In  addition.  Vice 
President  Gore  has  initiated  personal  policy  dialogues  with  leaders  from  Russia, 
Kazakstan,  South  Africa,  and  Egypt,  which  have  raised  the  profile  of  environmental 
issues  in  those  key  countries. 

Finally,  we  continue  to  work  to  promote  U.S.  goals  through  multilateral  conven- 
tions. Global  issues  so  addressed  include:  ozone-layer  depletion,  persistent  organic 
chemical  pollution,  loss  of  forests,  dryland  degradation,  illegal  trade  in  endangered 
species,  overfishing,  and  climate  change. 

POPULATION 

Question.  At  the  U.N.  International  Conference  on  Population  and  Development 
(ICPD)  held  in  Cairo  in  September,  1994,  the  U.S.  was  instrumental  in  building  a 
broad  consensus  behind  a  comprehensive  Program  of  Action.  This  Program  of  Action 
will  help  guide  the  population  and  development  programs  of  the  United  Nations  and 
national  governments  into  the  next  century.  You  outlined  global  warming,  biodiver- 
sity and  oceans  as  priorities  on  the  1996-1997  U.S.  foreign  policy  agenda.  Remem- 
bering the  commitments  made  in  Cairo,  why  is  controlling  population  growth  not 
a  higher  priority  for  the  U.S.  foreign  policy  agenda? 

Answer.  Worldwide  population  stabilization  continues  to  be  a  key  element  of  U.S. 
foreign  policy  both  within  the  Department  of  State  and  USAID.  The  role  of  USAID 
is  in  providing  assistance  for  population  stabilization  programs  in  developing  na- 
tions throughout  the  world  while  the  Department  of  State  focuses  on  the  broader 
international  policy  aspects  associated  with  population  issues.  At  the  Department 
of  State,  we  have  been  emphasizing  the  vital  role  of  population  stabilization  efforts 
within  the  context  of  our  new  emphasis  on  international  environmental  issues  as 
a  major  foreign  policy  priority.  Overpopulation  is  a  key  contributor  to  environmental 
degradation.  The  U.S.  is  seen  as  a  world  leader  in  the  area  of  importance  of  popu- 
lation stabilization  as  part  of  our  efforts  to  promote  international  implementation 
of  the  Program  of  Action  of  the  Cairo  Conference. 

In  addition  to  encouraging  our  embassies  overseas  to  monitor  population  stabiliza- 
tion efforts  in  their  host  countries,  we  are  asking  Ambassadors  to  meet  with  key 
host  country  delegates  to  the  International  Conference  on  Population  and  Develop- 
ment to  discuss  implementation  of  the  Program  of  Action  and  ways  in  which  the 
U.S.  might  support  that  effort.  The  U.S.-EU  Transatlantic  Initiative  signed  by  the 
President  last  December  includes  a  commitment  that  the  U.S.  and  the  EU  will  work 
together  to  implement  the  Program  of  Action  of  the  ICPD.  We  are  currently  explor- 
ing ways  in  which  this  commitment  can  be  implemented.  We  are  also  supporting 
the  U.N.  Population  Fund,  which  has  as  its  major  goal  implementation  of  the  Pro- 
gram of  Action  in  the  developing  nations  of  the  world. 
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Question.  If  the  proposed  cuts  to  international  family  planning  included  in  the 
January  Continuing  Resolution  take  effect,  how  will  the  U.S.  restructure  its  inter- 
national family  planning  program? 

Answer.  The  effects  of  the  cuts  to  the  family  planning  program  are  tied  closely 
to  the  reductions  in  the  entire  foreign  assistance  budget  that  USAID  has  been  faced 
with  this  year.  These  cuts  are  causing  a  major  reshaping  and  downsizing  of  the  en- 
tire U.S.  foreign  assistance  program.  This  downsizing  will  inevitably  impact  on  the 
geographic  scope  of  USAID's  family  planning  program. 

Under  the  cvurent  population  finding  legislation  contained  in  the  January  Con- 
tinuing Resolution,  the  budget  for  population  assistance  has  been  decreased  by  35%, 
funds  are  only  available  afler  July  1,  and  assistance  can  only  be  dispersed  in  month- 
ly increments  of  6.67%  of  the  total  appropriation,  which  is  less  than  $25  million  per 
month.  This  metering  of  funding  is  placing  a  major  administrative  burden  on 
USAID,  not  just  for  population  programs,  but  for  the  programs  of  the  entire  agency. 
In  order  to  avoid  a  massive  disruption  of  programs,  USAID  is  in  the  process  of  final- 
izing an  agency-wide  plan.  This  plan  prioritizes  the  most  urgent  funding  needs  and 
establishes  a  month-by-month  schedule  for  all  USAID  population  programs  through- 
out the  world  to  receive  their  funding.  The  development  and  implementation  of  this 
plan  has  and  will  continue  to  require  a  tremendous  amount  of  staff  time,  and  the 
restrictions  place  an  enormous  biu-den  on  the  agency  and  its  programs  at  a  time 
when  we  are  trying  a  streamline  operations  and  increase  efficiency. 

USAID  will  protect,  to  the  extent  possible,  the  core  programmatic  activities  relat- 
ed to  family  planning  service  delivery  and  the  activities  in  which  the  agency  has 
the  strongest  comparative  advantage  over  other  donors,  such  as  in  contraceptive  re- 
search, family  planning  service  provider  training,  contraceptive  logistics  manage- 
ment, and  information,  education  and  communication  programs. 

USAID  will  be  able  to  comply  with  the  funding  restrictions  and  reductions  con- 
tained in  the  January  Continuing  Resolution  during  this  fiscal  year  by  carefully 
planning  the  timing  and  disbursement  of  its  population  assistance.  Adequate  fund- 
ing for  USAID's  population  assistance  without  disbiu-sement  restrictions  must  be 
available  from  the  very  beginning  of  fiscal  year  1997  in  order  to  prevent  further  ero- 
sion of  USAID's  global  leadership  in  international  family  planning  programs  and  to 
prevent  increases  in  unintended  pregnancies  and  abortions. 

UNITED  NATIONS  ENVIRONMENT  PROGRAM 

Question.  In  these  times  of  budgetary  constraints,  what  are  the  benefits  for  the 
United  States  to  remain  active  in  the  United  Nations  Environment  Program 
(UNEP)  and  the  United  Nations  Development  Program  (UNDP)? 

Answer.  UNEP  plays  a  critical  catalytic  and  coordinating  role  within  the  UN  on 
international  environment  issues.  Consistent  with  U.S.  policy  goals,  UNEP  supports 
the  collection,  assessment,  and  dissemination  of  a  broad  range  of  environmentally 
related  information  on  a  global  basis. 

UNEP's  activities  afford  the  United  States  a  venue  for  pursuing  international  en- 
vironmental standards  that  are  compatible  with  U.S.  environmental  quality  inter- 
ests. It  allows  U.S.  businesses  to  showcase  U.S.  goods  and  services  related  to  the 
burgeoning  market  in  environmental  technologies.  Participation  in  UNEP  global 
data  programs  also  allows  the  U.S.  an  opportunity  to  "ground  truth"  a  wide  range 
of  data  collected  from  our  satellites  at  a  fraction  of  the  cost  if  we  had  to  do  it  alone. 
Through  UNEP,  we  have  been  able  to  cooperate  with  others  in  working  to  improve 
environment  conditions  abroad  so  that  transboundary  pollution  problems  from  other 
areas  are  not  visited  on  the  U.S.  and  its  territories. 

UNDP  programs  emphasize  the  promotion  of  economic  reform,  privatization,  job 
creation,  democracy  and  peace  building,  thus  furthering  U.S.  foreign  policy  goals. 
UNDP  coordinates  and  gives  coherence  to  UN  system-wide  development  efforts,  a 
task  which  will  gain  prominence  as  the  United  States  pursues  major  UN  restructur- 
ing efforts. 

Support  for  UNDP  gives  the  United  States  influence  over  the  direction  of  multi- 
lateral technical  assistance  provided  by  the  UN  throughout  the  world.  UNDP  has 
had  an  American  citizen  as  its  administrator  since  its  inception  in  1996,  and  is 
headquartered  in  New  York  City.  UNDP  procurement  contracts  worth  over  $110 
million  were  awarded  to  U.S.  companies  in  1994. 
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CHINA 

Question.  United  States  recognition  of  the  People's  Republic  of  China  as  the  sole 
legal  government  of  China  has  been  one  of  the  principles  which  form  the  foundation 
of  our  relationship  with  China.  How  may  this  principle  be  affected  by  the  direct 
democratic  election  of  President  Lee  Teng-hui?  Must  the  United  States  relationship 
with  this  newly  legitimized  government  change  in  the  near  term? 

Answer.  We  congratulate  the  people  of  Taiwan  for  successfully  carrying  out  their 
first  direct  presidential  and  vice  presidential  election.  The  March  democratic  elec- 
tion reflects  the  rapid  transition  Taiwan  has  made  from  a  society  under  martial  law 
to  one  that  embraces  the  rule  of  law  and  respect  for  human  rights. 

Last  month's  election  does  not  alter  U.S.  interests  either  with  respect  to  the  Tai- 
wan issue  or  in  our  relations  with  the  PRC.  Our  fundamental  interest  in  the  Taiwan 
question  is  that  peace  and  stability  be  maintained  in  the  area  and  that  the  PRC 
and  Taiwan  work  out  their  differences  peacefully.  At  the  same  time,  we  will  strictly 
avoid  interfering  as  the  two  sides  pursue  peaceful  resolution  of  differences. 

The  Taiwan  Relations  Act  (TRA)  forms  the  legal  basis  of  U.S.  policy  toward  Tai- 
wan. The  TRA  sets  out  U.S.  policy:  "to  preserve  and  promote  extensive,  close  and 
friendly  commercial,  cultural,  and  other  relations  between  the  people  of  the  United 
States  and  the  people  on  Taiwan;"  "to  make  clear  that  the  United  States  decision 
to  establish  diplomatic  relations  with  the  People's  Republic  of  China  rests  upon  the 
expectation  that  the  fixture  of  Taiwan  will  be  determined  by  peaceful  means;"  "to 
consider  any  effort  to  determine  the  future  of  Taiwan  by  other  than  peaceful  means 
*  *  *  of  grave  concern  to  the  United  States;"  and  "to  provide  Taiwan  with  arms  of 
a  defensive  character." 

Overall  U.S.  China  policy,  including  toward  the  Taiwan  question,  is  expressed  in 
the  three  joint  communiques  with  the  PRC  as  follows: 

The  United  States  recognizes  the  Government  of  the  PRC  as  "the  sole  legal  Gov- 
ernment of  China." 

The  U.S.  acknowledges  the  Chinese  position  that  "there  is  but  one  China  and  Tai- 
wan is  part  of  China."  In  1982,  the  U.S.  assured  the  PRC  that  it  has  no  intention 
of  pursuing  a  policy  of  "two  Chinas"  or  "one  China,  one  Taiwan." 

Within  this  context,  the  people  of  the  U.S.  will  maintain  cultural,  commercial  and 
other  unofficial  relations  with  the  people  of  Taiwan. 

The  U.S.  has  consistently  held  that  resolution  of  the  Taiwan  issue  is  a  matter  to 
be  worked  out  peacefully  by  the  Chinese  themselves. 

I  reiterate  the  above  passages  from  the  TRA  and  the  joint  communiques  because 
they  precisely  express  the  governing  principles  of  oiu*  policy.  They  have  been  fol- 
lowed by  successive  administrations  of^both  poUtical  parties.  Taken  as  a  whole,  our 
China  policy  has  been  unequivocally  successful  in  obtaining  our  fundamental  objec- 
tive for  the  security  of  Taiwan — peace  and  stability  in  the  Taiwan  Strait. 

The  principles  of  our  policy  serve  U.S.  interests  today  just  as  well  as  they  have 
in  past  decades.  We  will  continue  to  maintain  strong  unofficial  relations  with  the 
people  of  Taiwan.  The  U.S.  has  no  reason  to  change  its  relationship  with  the  PRC 
or  with  Taiwan. 

Questions  for  the  Record  Submitted  by  Representative  Lightfoot 

CHINA 

Question.  I  supported  the  Administration's  policy  of  delinking  human  rights  issues 
from  China's  annual  MFN  renewal  process.  Although  I  certainly  think  the  adminis- 
tration's policy  deserves  at  least  as  much  time  to  work  as  the  previous  failed  policy 
of  linkage,  like  most  House  members  I  am  concerned  by  recent  PRC  actions  with 
regard  to  trade,  Taiwan  and  Pakistan. 

Quite  frankly,  Mr.  Secretary,  did  we  do  the  right  thing  by  delinking?  And  I'd  like 
your  assessment  of  what's  in  the  minds  of  the  leadership  in  Beijing.  Is  this  postur- 
ing of  leaders  positioning  themselves  for  a  succession  battle,  or  are  we  about  the 
enter  an  era  of  confrontation  with  a  new  regional  power? 

Answer.  We  have  done  the  right  thing  by  delinking  the  annual  MFN  renewal 
process  from  China's  human  rights  practices.  The  U.S.  has  consistently  expressed 
its  concerns  over  the  abridgment  of  human  rights  in  China.  These  concerns  have 
been  based  on  principles  of  the  Universal  Declaration  of  Human  Rights  that  China 
itself  has  endorsed,  and  they  have  been  raised  in  public  as  well  as  in  private,  includ- 
ing at  the  highest  levels. 

The  opening  up  of  Chinese  society  and  its  integration  into  the  international  com- 
munity on  the  basis  of  broadly  accepted  human  rights  norms  is  a  long-term  process. 
Through  the  creation  of  an  increasing  network  of  ties  between  Chinese  citizens  and 
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the  outside  world,  we  believe  that  our  economic  engagement  is  a  positive  force  for 
himian  rights. 

China's  economic  growth  since  1978  has  been  accompanied  by  dramatic  trans- 
formation in  the  lifestyles  of  hundreds  of  millions  of  Chinese  and  the  choices  avail- 
able to  them.  This  has  meant  substantially  greater  freedom  of  travel,  of  employment 
opportunity,  of  cultural  pursuits,  and  of  access  to  information. 

The  decision  to  delink  MFN  from  human  rights  concerns  was  based  on  our  belief 
that  cutting  off  trade  would  harm  our  efforts  to  promote  human  rights  in  China  as 
well  as  our  own  economic  interests.  While  we  are  convinced  that  economic  integra- 
tion enhances  human  rights  in  China,  our  approach  is  not  limited  to  economic  en- 
gagement. We  are  pursmng  both  governmental  and  non-governmental  dialogue  and 
work  with  China  on  issues  related  to  the  rule  of  law.  This  too  will,  over  time,  have 
a  profound  effect. 

As  part  of  a  comprehensive  approach,  the  United  States  will  continue  to  raise 
both  bilaterally  and  in  appropriate  multilateral  forums  those  aspects  of  current 
practice  which  we  would  nope  to  see  changed.  But  we  do  not  believe  a  strategy  of 
isolating  China  is  likely  to  enhance  the  human  rights  of  Chinese  citizens.  The  most 
repressive  periods  in  recent  Chinese  history  have  occurred  in  times  of  international 
isolation. 

U.S.  policy  focuses  specifically  on  building  a  multifacted  bilateral  relationship 
with  a  strong,  open,  stable  and  prosperous  China,  thereby  reducing  the  possibility 
of  fiiture  confrontations.  We  do  not  believe  that  the  United  States  is  poised  to  enter 
a  period  of  confrontation  with  China;  indeed,  we  wish  to  avoid  that  outcome  in  a 
way  consistent  with  U.S.  interests. 

With  respect  to  the  internal  political  situation  in  China,  the  political  "succession" 
has  been  complete  for  several  years.  The  current  group  of  senior  government  and 

f)arty  leaders  has  been  in  office  since  1989.  Behind  the  scenes,  however,  most  ana- 
ysts  detect  some  competing  tendencies  on  specific  policy  issues,  if  not  broad  policy 
lines.  There  is  also  underway  a  "transition"  between  an  older  leadership  generation 
and  a  younger  group.  In  this  environment,  we  seek  to  manage  our  bilateral  relation- 
ship prudently  while  asserting  U.S.  interests  forthrightly  and  without  apology. 

Question.  I  have  heard  varying  estimations  of  uie  date  the  Administration  ob- 
tained evidence  China  transferred  sensitive  equipment  (ring  magnets)  for  making 
nuclear  weapons.  Please  state  that  date  for  the  record  today.  If— as  has  been  re- 
ported— this  date  was  prior  to  Congress'  consideration  of  the  Brown  amendment, 
why  was  this  evidence  withheld  from  Congress? 

Answer.  While  we  received  our  first  indications  of  some  tj^pe  of  transfer  involving 
magnets  in  late  1994,  reporting  from  late  summer  1995  provided  what  we  felt  was 
the  first  sufficient  detail  for  USG  enrichment  experts  to  analyze  the  transfers  in 
terms  of  legislative  criteria.  The  magnets  in  question  are  not  separately  listed  on 
the  trigger  lists  of  the  multilateral  nuclear  export  control  system.  The  reported 
transaction  therefore  required  additional  technical  analysis  to  determine  its  signifi- 
cance. This  analysis  was  completed  in  November  1995. 

The  decision  to  brief  Congress  on  the  magnet  transfer  and  other  proliferation  de- 
velopments was  taken  in  early  December.  A  further  delay  of  a  few  days  was  caused 
by  the  need  to  find  a  mutually  convenient  time  for  the  briefings,  which  were  held 
on  December  15  and  18,  more  than  a  month  before  the  Brown  Amendment  was  en- 
acted into  law  as  part  of  the  FY  1996  Foreign  Operations  Appropriations  Bill. 

Question.  The  Nuclear  Proliferation  Prevention  Act  of  1994  directs  the  withhold- 
ing of  Export-Import  Bank  loans,  credits  and  insurance  to  countries  which  aid  in 
the  acquisition  of^nuclear  weapons. 

However,  I  am  concerned  the  only  thing  we  accomplish  in  China  by  terminating 
Export-Import  Bank  assistance  is  to  turn  business  over  to  Japanese  and  European 
firms.  So  what  can  Congress  do  to  send  the  leadership  of  the  PRC  a  message  as 
to  the  seriousness  in  which  we  view  trade  agreements,  respect  for  human  rights  and 
nuclear  proliferation? 

Answer.  China's  compliance  with  its  international  obligations  on  nuclear  prolifera- 
tion, human  rights  and  trade  has  a  direct  impact  on  important  U.S.  national  inter- 
ests. This  Administration  is  committed  to  doing  all  that  it  can  to  ensure  that  China 
lives  up  to  these  obUgations. 

We  seek,  whenever  possible,  to  resolve  our  concerns  through  consultation  and  ne- 
gotiation. For  example,  we  have  presented  China  with  evidence  of  transfers  of  nu- 
clear-related technologies  and  requested  that  China  clarify  its  actions  and  take 
steps  to  address  our  concerns.  On  trade,  a  high-level  mission,  whose  purpose  was 
to  seek  compliance  with  our  bilateral  agreements  on  the  protection  of  intellectual 
property  rights,  has  just  returned  from  Beijing. 

When  the  consultative  process  fails  to  resolve  legitimate  concerns,  however,  we 
must  be  prepared  to  take  action  to  defend  our  interests. 
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Sanctions,  which  impose  costs  on  us  as  well  as  on  the  entity  toward  which  the 
sanctions  are  directed,  are  always  a  second-best  solution.  Where  it  decision  is  not 
circumscribed  by  law,  the  Administration  must  consider  the  value  of  sanctions  in 
terms  of  the  significance  of  the  potential  threat  to  U.S.  interests,  the  effectiveness 
of  sanctions  in  reducing  that  threat,  and  the  costs  in  terms  of  other  important  na- 
tional interest. 

Where  possible,  of  course,  we  must  also  seek  to  fine  tune  our  actions  in  a  way 
that  gives  the  maximum  possible  leverage  in  seeking  compliance  with  international 
obligations,  while  minimizing  the  negative  impact  on  U.S.  interests.  This  requires 
procedural  flexibility  and  the  ability  to  adapt  to  the  particular  circumstances  of  each 
case. 

Question.  Mr.  Secretary,  I  am  the  chairman  of  the  Appropriations  Subcommittee 
with  jurisdiction  over  the  Customs  Service.  Currently,  the  Customs  Service  has  only 
one  ofTicer  in  China  to  make  sure  all  oiu*  trade  regulations  are  enforced.  I  am  giving 
serious  consideration  to  beefing  up  the  Customs  presence  in  China.  How  would  the 
Department  view  such  action?  Would  the  Department  be  willing  to  make  the  nec- 
essary arrangements  for  additional  Customs  staff  either  in  Beijing  or  Hong  Kong? 

Answer.  From  a  policy  point  of  view,  we  would  welcome  an  additional  one  or  even 
two  Customs  Service  officers  in  Beijing  and/or  Hong  Kong.  The  workload  of  inves- 
tigation of  prison  labor,  IPR  enforcement,  textile  trans-shipment  and  other  trade 
regulation  issues  is  significant  and  justifies  more  personnel.  Before  new  customs  of- 
ficers could  be  assigned  to  either  post,  however,  we  would  need  to  address  standard 
administrative  criteria  laid  down  in  National  Security  Decision  Directive  38 
(NSDD-38).  One  of  the  factors  NSDD-38  requires  us  to  consider  is  the  availabihty 
of  physical  resources  to  support  new  personnel.  At  the  moment,  there  is  simply  not 
enough  space  in  either  post  to  house  additional  officers.  While  we  are  working  on 
getting  more  space,  in  these  days  of  limited  budgets  we  cannot  tell  when  we  will 
be  able  to  accommodate  new  personnel. 

HUMAN  RIGHTS 

Question.  The  House  report  accompanying  the  FY96  Foreign  Operations  Appro- 
priations bill  directs  the  Department  to  examine  the  feasibility  of  establishing  some 
hiunan  rights  mechanism  for  Asia,  perhaps  a  regional  equivalent  of  CSCE.  Let  me 
first  thank  you:  yoiu*  staff  has  gone  out  of  its  way  to  solicit  additional  clarification 
as  to  our  intentions.  Given  the  delay  in  the  final  passage  of  the  biU,  will  the  Depart- 
ment still  be  able  to  make  the  April  1,  1996  deadline? 

Answer.  The  Department  regrets  it  will  not  be  possible  to  meet  the  April  1,  1996 
deadline,  but  expects  to  submit  this  report  to  Congress  in  due  course.  We  have  for 
some  time  been  analyzing  and  discussing  the  prospects  of  forming  a  regional  mecha- 
nism to  discuss  such  global  issues  as  human  rights.  Although  most  countries  in  the 
region  are  reluctant  to  back  a  CSCE-like  institution,  we  expect  these  discussions  to 
continue. 

PAKISTAN 

Question.  In  light  of  recent  events  should  we  be  moving  ahead  with  the  shipment 
of  arms  to  Pakistan?  What  kind  of  signal  does  this  send  to  India  on  the  eve  of  its 
election? 

Answer.  Senior  officials  of  the  State  Department,  the  Department  of  Defense,  and 
the  National  Security  Council  Staff  recently  consulted  with  Members  of  Congress  in 
classified  sessions  on  how  best  to  pursue  our  goals  in  South  Asia  of  stopping  pro- 
liferation and  reducing  tensions.  My  colleagues  appreciated  the  time  and  attention 
that  Members  gave  to  these  consultation  sessions. 

As  you  know,  the  Brown  Amendment  became  law  on  January  26.  Among  other 
provisions,  it  authorized  release  to  Pakistan  of  some  of  the  military  equipment  that 
it  purchased  before  the  imposition  of  Pressler  sanctions.  The  Brown  Amendment  has 
already  been  the  subject  of  ample  commentary  in  South  Asia.  As  we  have  explained 
to  the  Government  of  India,  the  purpose  of  the  Brown  Amendment  is  to  allow  the 
United  States  better  to  pursue  its  goals  in  South  Asia — foremost  among  which  is 
the  lessening  of  tensions  and  prevention  of  conflict.  This  goal  is  very  much  in  India's 
interest. 

1  would  like  to  add  in  closing  that  the  Administration  is  not  now  implementing 
those  portions  of  the  Brown  Amendment  that  are  subject  to  restrictions  under  the 
Symington  Amendment,  which  prohibits  assistance  under  the  Foreign  Assistance 
Act  and  Arms  Export  Control  Act  to  countries  that  export  or  receive  unsafeguarded 
uranium  enrichment  equipment.  Military  equipment  owned  by  Pakistan  that  is  lo- 
cated in  the  United  States  is  not  subject  to  the  Symington  Amendment. 
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Question.  As  part  of  my  agreeing  to  support  the  partial  lifting  of  the  arms  embar- 
go on  Pakistan,  I  requested  and  the  conferees  agreed,  to  include  language  requiring 
a  report  on  South  Asian  conventional  force  reduction  and  non-proliferation.  This  re- 
port is  due  to  the  Committee  by  April  1,  1996.  Will  the  Department  meet  that  dead- 
line? 

Answer.  We  are  now  preparing  our  report  to  Congress  on  Progress  Toward  Re- 
gional Nonproliferation  in  South  Asia,  which  will  include  our  assessment  on  the  sta- 
tus of  conventional  forces  in  the  region  and  the  prospects  for  their  reduction.  This 
is  the  latest  in  a  series  of  reports  and  was  structured  to  cover  the  six  month  period 
ending  March  31.  To  assess  fully  the  developments  during  the  entire  period  and  to 
give  this  critical  issue  the  treatment  it  merits,  the  report  could  not  be  ready  for  sub- 
mission to  Congress  on  April  1,  but  we  will  have  it  delivered  as  soon  as  possible. 

SOUTH  ASIA 

Question.  Is  it  perhaps  time  to  take  a  clean  sheet  of  paper  to  our  South  Asia  for- 
eign policy?  A  new  approach  which  would  also  require  Congress  to  repeal  old,  out- 
dated legislative  restrictions.  Is  there  any  merit,  for  example  to  appointing  a  special 
regional  ambassador  to  deal  with  these  issues? 

Answer.  The  Administration  is  aggressively  pursuing  approaches  to  best  achieve 
our  goals  in  South  Asia,  and  has  worked  closelv  with  the  Congress  in  this  effort. 
We  have  very  capable  ambassadors  throughout  the  region  including  two  of  our  most 
senior  and  able  diplomats  in  the  critical  capitals  of  New  Delhi  and  Islamabad: 
Frank  Wisner  and  Tom  Simons,  respectively.  As  appropriate  we  supplement  their 
work  through  visits  by  senior  officials.  If  the  situation  changes  and  conditions  merit, 
we  would  always  be  willing  to  consider  new  tactics. 

I  would  welcome  your  ideas  on  how  to  revise  the  complex  body  of  legislation  af- 
fecting South  Asia  to  give  the  United  Sates  greater  flexibility  to  conduct  more  effec- 
tively our  foreign  policy  in  the  region.  Our  efforts  have  included  modification  of  ex- 
isting legislation  to  fit  changing  circumstances  and  we  will  continue  to  work  closely 
with  the  Congress  in  this  regard.  Passage  of  the  Brown  Amendment  is  a  recent  good 
example  of  how  the  Administration  and  Congress  can  find  creative  ways  to  move 
toward  our  goals. 

BOSNIA 

Question.  I  am  extremely  concerned  about  reports  the  Bosnian  government  contin- 
ues to  insist  upon  a  relationship  with  the  government  of  Iran.  I,  for  one,  cannot  sup- 
port the  continued  deployment  of  20,000  Americans  in  Bosnia  if  the  Bosnian  govern- 
ment continues  its  relationship  with  Iranian  forces.  The  Senate  has  included  an 
amendment  in  the  CR  which  bars  the  $200  million  in  aid  to  Bosnia  being  expended 
until  the  President  certifies  that  all  foreign  forces  except  IFOR  have  left  Bosnia. 
Doesn't  the  Senate  amendment  help  the  Administration  make  its  point  as  to  our  se- 
riousness with  the  Bosnian  government? 

Answer.  The  Administration  has  made  it  clear  to  the  Bosnian  government  that 
we  expect  it  to  complete  the  removal  of  foreign  forces  and  to  eliminate  unacceptable 
activities  by  Iran  in  Bosnia.  The  Bosnian  government  has  committed  to  eliminating 
this  relationship  with  the  Iranians,  and  we  will  keep  working  with  the  Bosnians  to 
ensure  this  is  done.  The  continued  role  of  Iran  there  is  destructive  to  both  American 
and  Bosnian  interests.  There  can  be  no  doubt  as  to  our  resolve  in  settling  the  prob- 
lem of  foreign  forces  and  Iranian  Influence  in  Bosnia. 

Our  goals  in  Bosnia  include  the  building  of  a  stable  peace  and  the  elimination  of 
Iranian  and  other  radical  foreign  influence.  To  achieve  these  goals,  we  are  in  the 
forefront  of  the  NATO-led  implementation  force,  we  are  accepting  our  share  of  an 
economic  reconstruction  program  led  by  the  Europeans,  and  we  are  organizing  the 
Train  and  Eauip  program  for  Federation  forces.  As  we  move  ahead  to  realize  our 
goals,  the  Administration  requires  maximum  flexibility  in  managing  all  the  ele- 
ments of  the  peace  process.  The  close  cooperation  of  (Jongress  is  indispensable  in 
keeping  the  Bosnia  peace  process  on  track  and  defending  American  interests  in  this 
region. 

Question.  A  second  amendment  would  prohibit  the  further  expenditure  of  $200 
million  within  three  months  unless  the  bilateral  contributions  of  ail  other  countries 
matched  the  U.S.  total  aid  package  of  $532  million.  Regardless  of  the  Administra- 
tion position  on  the  amendment,  what  is  the  likelihood  of  the  matching  contribu- 
tions actually  occurring  within  three  months? 

Answer.  The  April  12-13  Brussels  donors'  conference,  organized  by  the  World 
Bank  and  the  European  Commission,  successfully  met  the  goal  of  $1.2  billion  in 
pledges  for  economic  reconstruction  in  Bosnia.  Of  this  total,  the  U.S.  pledge  is  $219 
million  in  new  money,  for  a  total  1996  U.S.  commitment  to  Bosnia  reconstruction 
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of  $281.7  million.  A  key  to  getting  the  other  donors  to  contribute  was  the  passage 
by  Congress  of  the  $198  million  supplemental  for  Bosnia.  Had  the  Brussels  con- 
ference gone  ahead  without  the  Administration's  promised  commitment,  the  con- 
ference would  have  been  in  jeopardy. 

A  mini-donors'  conference  was  held  in  Brussels  in  December  to  solicit  contribu- 
tions for  Bosnia's  first  quarter  1996  priority  economic  reconstruction  needs.  At  that 
time  the  U.S.  pledged  $62.7  million  toward  economic  reconstruction  in  Bosnia.  Total 
pledges  for  the  conference  exceeded  $600  million. 

Question.  It  has  been  my  opinion  that  a  lasting  peace  or  a  nation  cannot  be  cre- 
ated among  people  who  do  not  truly  desire  it.  A  front-page  article  in  the  Washington 
Post  today  seems  to  underscore  that  view.  The  article  demonstrates  that  Croatia  has 
little  more  desire  to  create  a  nation  with  the  Bosnians  than  do  the  Serbs.  Will  you 
please  comment  on  this  article  and  the  progress  of  the  IFOR's  "peace-making"  oper- 
ation? 

Answer.  As  has  been  noted  in  the  Washington  Post  and  elsewhere,  the  Federation 
of  Bosnia's  Muslims  and  ethnic  Croats  has  experienced  periods  of  difficulty  since  its 
beginnings  in  March  1994.  Nonetheless,  the  overall  direction  of  the  Federation's  de- 
velopment has  been  positive. 

After  the  Federation  agreement  was  signed  in  Washington  in  March  1994,  one 
key  goal  was  echieved  quickly:  fighting  between  Bosnia's  Muslims  and  ethnic  Croats 
stopped.  The  Federation  continues  to  serve  the  important  purpose  of  channeling 
Muslim-Croat  differences  into  the  political  arena  for  resolution. 

The  Federation  has  developed  steadily  since  the  Dayton  peace  agreement  and  its 
political  leaders  of  both  Muslim  and  Croat  background  have  repeatedly  assured  the 
international  community  of  their  commitment  to  make  the  Federation  work.  Recent 
progress  includes: 

In  January,  the  Federation  Assembly  agreed  on  a  government  of  15  ministries  for 
the  Federation  entity. 

At  a  February  17-18  meeting  in  Rome  the  parties  settled  the  contentious  issue 
of  town  districts  in  Mostar  and  opened  the  way  to  joint  police  patrols  and  restoring 
freedom  of  movement  throughout  the  city. 

After  tough  negotiations,  agreement  on  interim  municipal  assemblies  for  the 
mixed  cantons  of  Middle  Bosnia  and  Neretva  was  reached  March  28. 

A  multi-ethnic  Federation  Police  force  is  now  deployed  throughout  a  reunified  Sa- 
rajevo. 

In  April,  Federation  customs  officials  began  collecting  duties  and  for  the  first  time 
depositing  the  revenues  in  Federation  accounts. 

On  March  30,  and  with  support  from  the  United  States,  the  Office  of  the  High 
Representative  in  Sarajevo  brokered  an  agreement  making  headway  on  a  range  of 
issues  including,  inter  alia,  customs,  the  Federation  flag,  coat  of  arms,  police,  can- 
tons, and  municipal  governments. 

The  United  States  remains  committed  to  providing  whatever  assistance  it  can  to 
help  the  Federation  parties  resolve  their  remaining  differences.  In  Sarajevo  on  April 
3,  Acting  Assistant  Secretary  of  State  John  Komblum  convened  the  first  meeting 
of  the  Federation  Forum.  The  Forum  is  a  U.S.-led  structure  designed  to  facilitate 
intensive,  regular  consultations  between  the  Bosnian  Croats  and  Muslims  on  Fed- 
eration issues.  This  initiative  will  enable  the  international  community  to  engage  the 
parties  in  resolving  outstanding  problems  in  a  systematic  way. 

At  the  first  meeting,  the  parties  endorsed  the  March  30  agreement  negotiated 
under  the  auspices  of  the  High  Representative's  office.  Other  discussion  focused  on 
procedural  matters  and  police.  It  was  fiirther  agreed  that  the  Forum  would  continue 
to  meet  weekly  in  Sarajevo  and  that  a  high-level  follow-on  Forum  would  take  place 
in  Washington  in  mid-May. 

The  Federation  is  a  pillar  of  the  Dasrton  peace  agreement  and  the  leaders  of 
Bosnia's  Muslim  and  Croat  communities  are  firm  in  its  support.  The  United  States 
will  continue  to  play  an  active,  supporting  role  in  the  Federation's  development. 

Through  its  participation  in  IFOR,  the  United  States  also  plays  a  leading  role  in 
implementing  the  military  aspects  of  the  peace  agreement.  To  date,  compliance  by 
all  parties  with  the  military  aspects  of  the  peace  agreement  has  been  excellent. 

UNITED  NATIONS 

Question.  It  appears  that  United  Nations  troops,  now  that  they  have  been  commit- 
ted, are  not  enforcing  many  of  the  basic  building  blocks  of  the  Dayton  treaty.  Was 
it  truly  necessary  to  put  U.S.  troops  in  harm's  way  if  the  provisions  of  the  treaty 
are  disregarded? 

Answer.  There  are  no  United  Nations  troops  in  Bosnia.  The  Implementation  Force 
(IFOR)  charged  with  enforcing  the  military  aspects  of  the  Dayton  Accord  is  led  by 
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NATO  and  has  a  U.S.  commander.  This  was  a  non-negotiable  requirement  of  our 
participation  in  IFOR. 

U.S.  troops,  as  part  of  IFOR,  are  on  the  ground  to  monitor  and  enforce  comphance 
with  the  mihtary  aspects  of  the  Dayton  Accord.  The  IFOR  Commander,  U.S.  Admi- 
ral Leighton  Smith,  has  determined  on  several  occasions  that  all  parties  are  in  sub- 
stantial compliance  wit  the  military  aspects  of  the  Dayton  accord. 

AFRICA 

Question.  Does  the  Administration's  FY97  budget  request  include  funding  for  the 
programs  authorized  under  PL  103-381,  The  African  Conflict  Resolution  Act? 

Answer.  The  Administration  has  requested  three  million  dollars  in  peacekeeping 
funds  in  FY97  to  strengthen  the  conflict  resolution  capability  of  the  Organization 
of  African  Unity.  These  funds  will  be  used  in  accord  with  Section  3(a)(1)  of  the  Act. 

Question.  What  realistic  course  of  action  can  the  United  States  pursue  in  order 
to  relieve  suffering  and  bring  peace  to  the  region? 

Answer.  The  Administration  has  launched  a  new  initiative,  the  Greater  Horn  of 
Africa  Initiative,  to  help  relieve  suffering  and  bring  peace  to  the  region.  The  Greater 
Horn  of  Africa  Initiative  is  a  region-wide  multi-donor  effort  to  provide  food  security 
to  the  Horn  of  Africa  by  attacking  the  root  causes  of  food  insecurity,  including  con- 
flict. Our  support  to  the  OAU  conflict  resolution  mechanism  should  be  seen  in  this 
context. 

INDONESIA 

Question.  Last  year,  the  Administration  requested  that  Congress  lift  restrictions 
on  Indonesia's  abiUty  to  participate  in  the  International  Military  Education  and 
Training  (IMET)  program.  In  response  to  that  request,  Congress  granted  authority 
to  Indonesia  to  participate  in  expanded  military  education  and  training.  The  budget 
request  for  FY97  once  again  seeks  authority  for  Indonesia  to  participate  in  the  full 
IMET  program. 

Has  Indonesia  elected  to  participate  in  the  expanded  military  education  and  train- 
ing program?  What  do  we  gain  by  allowing  Indonesia  to  participate  fully  in  the 
IMET  program? 

Answer.  Yes,  Indonesia  has  elected  to  participate  in  ejcpanded  IMET  programs. 
We  have  asked  for  funding  for  full  IMET  because  we  believe  IMET,  both  full  and 
expanded  IMET,  is  among  our  most  effective  foreign  policy  tools.  IMET  brings  for- 
eign military  personnel  to  the  U.S.  where  they  are  exposed  to  important  democratic 
concepts  such  as  civil  control  of  the  military,  military  justice  and  accountability,  and 
U.S.  concepts  of  democracy  and  respect  for  International  standards  of  human  rights. 

IMET  also  promotes  effective  and  safe  operation  of  equipment  purchased  in  sup- 
port of  legitimate  defense  needs. 

Question.  Indonesia's  National  Commission  on  Human  Rights  has  won  respect  for 
its  work  investigating  and  reporting  on  human  rights  abuses  in  Indonesia.  In  Janu- 
ary, the  Canadian  government  allocated  $220,900  for  a  joint  Canadian/Indonesia 
Human  Rights  Commission  project  which  will  include  training  in  the  monitoring  of 
human  rights  issues,  education  and  other  development  of  a  human  rights  study  cen- 
ter. 

Does  the  Administration's  FY97  budget  request  include  similar  assistance?  Would 
the  Administration  consider  such  assistance,  perhaps  in  concert  with  restoration  of 
IMET? 

Answer.  We  have  been  very  supportive  of  Indonesia's  Human  Rights  Commission 
since  its  inception.  I  met  with  Commission  members  in  Jakarta  in  November,  1994 
and  almost  all  senior  U.S.  Government  officials  who  visit  Jakarta  take  the  time  to 
meet  with  members  of  the  Commission  and  express  to  the  Indonesian  Government 
and  others  our  support  for  the  Commission's  work.  We  have  brought  several  mem- 
bers of  the  Commission  to  the  U.S.,  and  we  are  seeking  other  ways  to  be  helpful. 
One  of  the  keys  to  the  Commission's  success  has  been  its  character  as  an  independ- 
ent Indonesian  institution. 

The  Asia  Foundation  has  recently  signed  a  memorandum  with  the  Indonesian 
Ministry  of  Foreign  Affairs  allowing  the  Foundation  to  provide  the  Indonesia  Na- 
tional Human  Rights  Commission  with  various  types  of  support.  To  do  so,  the  Foun- 
dation will  make  use  of  both  its  own  general  funds  and  funds  from  USAJD.  We  be- 
lieve such  mechanisms  provide  an  appropriate  way  for  the  United  States  to  work 
cooperatively  for  the  ongoing  development  of  the  Commission. 

Question.  Some  State  Department  personnel  as  well  as  Indonesian  scholars  be- 
lieve there  is  some  frustration  even  in  the  Indonesian  military  (ABRI),  over  some 
aspects  of  armed  forces  professionalism,  including  hvunan  rights.  Would  the  Admin- 
istration consider,  as  a  condition  of  restoration  of  IMET,  a  requirement  that  ABRI 
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use  some  IMET  funds  and  expert  assistance  to  develop  and  implement  an  internal 
himian  rights  training  course? 

Answer.  As  a  general  policy  matter,  we  do  not  feel  such  express  linkage  advances 
the  goals  we  both  share.  We  believe  the  IMET  courses,  botrx  expanded  IMET  and 
other  IMET  courses,  do  much  to  encourage  greater  respect  for  human  rights.  Al- 
though considerable  problems  remain,  the  Indonesian  military  has,  during  the  past 
year,  instituted  additional  training  in  human  rights  for  its  troops,  and  has  held  sol- 
diers more  accountable  for  their  actions.  Soldiers  have  been  court-martialed  for 
abuses  in  East  Timor  and  Irian  Jaya,  for  example.  During  the  recent  rioting  in  Irian 
Jaya,  Indonesian  soldiers  acted  with  great  restraint  in  restoring  order. 

Question.  In  February,  Jusuf  Wanandi,  head  of  Indonesia's  Center  for  Strategic 
and  International  Studies,  stated  that  relentless  human  rights  campaigns  abroad 
are  not  helping  the  situation  in  East  Timor  but  hindering  peaceful  development  of 
the  province.  He  went  on  to  state  that  outside  groups  are  promising  things,  such 
as  independence,  which  are  simply  not  feasible  and  which  entice  violence.  How  does 
the  Department  view  this  assessment?  Are  there  groups  operating  in  East  Timor, 
funded  by  foreign  groups  of  nations,  which  accidently  or  not,  serve  to  increase  ten- 
sions in  East  Timor? 

Answer.  There  are  a  number  of  complex  factors  which  contribute  to  the  periodic 
unrest  in  East  Timor.  We  believe  that  conditions  in  East  Timor  itself  are  the  pri- 
mary influence  on  events  there.  The  United  States  and  others  have  repeatedly  ex- 
pressed our  concerns  about  the  human  rights  situation  in  the  province,  and  we  will 
continue  to  do  so.  We  have  also  worked  to  support  economic  development  and 
Timorese  welfare  through  non-governmental  organizations  in  East  Timor. 

Since  1976  we  have  accepted  Indonesia's  incorporation  of  East  Timor  without 
maintaining  that  a  valid  act  of  self-determination  has  taken  place.  While  not  sup- 
porting independence,  we  do  seek  an  improvement  in  human  rights  and  economic 
conditions  there.  We  also  beUeve  some  of  the  problems  in  East  Timor  can  be  eased 
by  increasing  Timorese  involvement  in  deciding  and  implementing  the  policies  and 
programs  which  most  affect  them.  Reconcihation  and  dialogue  between  resident  and 
diaspora  East  Timorese  is  also  important  to  improving  the  climate  in  East  Timor. 
We  have  therefore  lent  our  support  to  the  All  Inclusive  Intra-Timorese  talks  which 
have  been  facilitated  by  the  United  Nations  Secretary  General. 

Question.  The  House  report  accompanying  the  FY96  bill  directs  the  Department 
to  report  on  arms  transfers  by  China,  former  Warsaw  Pact  members  and  NIS  coun- 
tries. The  report  was  due  to  the  Committee  by  February  1,  1996.  At  what  point  can 
we  expect  the  report? 

Answer.  This  report  is  in  the  final  stage  of  preparation,  and  we  expect  to  deliver 
it  to  the  Committee  the  week  of  April  15. 

NATO  EXPANSION 

Question.  I  continue  to  be  concerned  about  the  Congress'  drive  toward  NATO  ex- 
pansion. Although  well  intended,  we  still  seem  to  be  avoiding  questions  about 
whether  or  not  NATO  expansion  is  credible,  cost  effective  and  in  our  national  inter- 
est. The  report,  entitled  "Study  on  NATO  Enlargement,"  was  released  in  September 
of  1995  and  hints  at  just  how  costly  expansion  could  be.  Based  on  that  report,  do 
you  believe  we  now  have  the  financial  resources  necessary  to  proceed  with  NATO 
expansion?  Are  we  any  closer  to  hard  numbers  on  the  costs  associated  with  expan- 
sion? 

Answer.  The  Administration  is  committed  to  NATO  enlargement  because  it  serves 
U.S.  interests  by  extending  stabihty  and  security  eastward  in  Europe. 

NATO's  September  1995  Enlargement  Study  notes  that  "enlargement  will  also 
mean  increases  in  the  Military  Budget,  but  the  actual  budgetary  consequences  will 
depend  in  large  part  on  the  new  members'  level  of  participation"  (para.  66).  The  spe- 
cific nature  of  military  changes  has  not  yet  been  determined.  However,  the  study 
presents  the  judgements  that,  in  an  enlarged  Alliance,  "NATO's  current  nuclear  pos- 
ture will,  for  the  foreseeable  future,  continue  to  meet"  requirements  (para.  58),  and 
that  "the  main  characteristics  of  current  NATO  force  structures  will  remain  valid" 
(para.  60). 

We  understand  that  the  Defense  Department  has  begun  developing  models  for  the 
development  of  comparative  cost  estimates  in  light  of  some  likely  scenarios. 

We  should  stress  that  the  United  States  will  not  be  the  primary  source  of  funding 
for  expenditures  associated  with  enlargement.  These  costs  will  also  be  borne  by  al- 
lies and  by  new  members,  who,  the  study  makes  clear,  "face  considerable  financial 
obligations  when  they  join  the  Alliance"  (para.  66). 

We  will  continue  to  consult  closely  with  Congress  on  this  question  as  the  enlarge- 
ment process  evolves. 
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IFOR 

Question.  Do  you  believe  that  war  will  resume  after  IFOR  withdraws? 
Answer.  No.  After  four  years  of  brutal  conflict,  the  people  of  Bosnia  are  clearly 
tired  of  war.  The  Dayton  Accord  is  ample  proof  of  that. 
That  being  said,  however,  let  me  be  clear  that  we  will  not  enforce  a  permanent 

Eeace  in  Bosnia.  It  is  up  to  the  parties  themselves  to  create  a  lasting  peace.  The 
Tnited  States  and  the  international  community  will  help  in  a  variety  of  ways — eco- 
nomic, political,  and  military — to  create  the  conditions  lor  an  enduring  peace.  Only 
the  parties  themselves  can  make  that  peace  reality. 

BOSNIA  AND  HERZEGOVINA 

Question.  What  is  your  sense  of  the  peace  in  Bosnia  and  Herzegovina?  Is  it  a 
warm  peace  or  a  cold  peace? 

Answer.  The  best  way  to  gauge  the  status  of  the  peace  in  Bosnia  is  to  remember 
how  far  we  have  come.  Less  than  a  year  ago,  the  two  sides  were  locked  in  what 
seemed  to  be  an  intractable  conflict.  In  only  a  few  months  we  have  seen,  among 
other  things,  an  end  to  the  fighting,  an  agreement  on  territory,  a  commitment  to 
maintain  Bosnia  as  a  single  state,  and  a  pledge  to  hold  free  and  fair  elections. 

We  must  keep  in  mind  that  until  very  recently,  the  parties  were  involved  in  a 
brutal  conflict.  The  Dayton  Accord,  which  ended  that  conflict,  is  a  remarkably  com- 
plex agreement  requiring  a  great  deal  from  all  parties.  Therefore,  it  is  not  siupris- 
ing  that  there  have  been  occasional  problems  in  implementation.  Nonetheless,  the 
distance  we  have  traveled  in  such  a  short  time  gives  us  reason  to  believe  that  the 
people  of  Bosnia  truly  want  peace. 

Questions  for  the  Record  Submitted  by  Representative  Packard 

ISRAEL  and  EGYPT 

Question.  What  exactly  is  critical  about  the  specific  amount  of  economic  and  mili- 
tary support  we  provide  to  Israel  and  Egypt?  Would  not  a  funding  level  of  $2  billion 
or  even  $1  billion  still  prove  the  significant  and  strategic  importance  that  the  Unit- 
ed States  places  in  Israel  and  Egypt? 

Answer.  Aid  for  the  Camp  David  countries  should  be  maintained  at  current  levels. 
With  $3  billion  in  funding  for  Israel  for  FY  1997  (which  equals  current  assistance 
levels  for  FY  1995  and  1996),  the  U.S.  will  be  reaffirming  its  commitment  to  Israel's 
security  and  well-being  and  our  national  interest  in  securing  a  just  and  comprehen- 
sive peace  between  Israel  and  all  its  Arab  neighbors.  Our  commitment  to  Israel's 
security  has  been  a  long-standing  cornerstone  of  our  Middle  East  policy.  This  long- 
standing commitment  is  based  on  historic  and  cultural  ties  and  the  strong  U.S.  in- 
terest in  a  successful  peac^  process.  In  addition,  we  share  with  Israel  concerns  relat- 
ed to  the  security  of  the  eastern  Mediterranean.  We  have  repeatedly  emphasized 
that  the  security  and  legitimacy  of  Israel  must  not  be  in  doubt  if  the  ongoing  bilat- 
eral and  multilateral  peace  talks,  co-sponsored  by  the  U.S.,  are  to  succeed. 

The  historic  accords  between  Israel  and  the  Palestinians  and  between  Israel  and 
Jordan  represent  a  unique  opportunity  for  progress  toward  regional  peace  and  secu- 
rity. Israel  has  taken  significant  risks  for  peace.  These  risks  should  be  recognized 
and  reduced  to  a  minimum  by  the  U.S.  Dramatic  progress  toward  peace  has  de- 
creased the  immediate  threat  to  Israel,  but  a  longer-term  threat  remains  from  coun- 
tries such  as  Iraq  and  Iran,  which  continue  to  pursue  the  development  and  acquisi- 
tion of  weapons  of  mass  destruction  and  their  deUvery  systems.  The  U.S.  is  commit- 
ted to  maintaining  Israel's  qualitative  edge  against  any  likely  combination  of  ag- 
gressors. Toward  this  end,  FMF  will  allow  Israel  to  continue  cash-flow  funding  and 
follow-on  support  for  major  multi-year  procurement  programs  such  as  new  F-15I 
fighter  aircraft  purchases,  SAAR  corvettes,  and  continued  upgrades  of  Israel's 
Apache  and  Blackhawk  helicopter  squadrons. 

Israel's  economy  has  respond  favorably  in  recent  years  to  the  restructuring  im- 
posed after  the  crises  and  hyper-inflation  of  the  mid-80's.  Economic  growth  has 
averaged  six  percent  since  1990,  as  the  economy  becomes  increasingly  sophisticated 
and  technologically  advanced.  GDP  growth  in  1995  was  about  6.8  percent  and  un- 
employment declined  to  6.3  percent  from  1992  levels  of  11%.  Despite  this  good  news, 
however,  the  government  still  faces  economic  challenges  associated  with  absorbing 
over  600,000  immigrants  since  1989  in  a  country  of  only  five  million.  Increased  do- 
mestic demand  associated  with  high  immigration  levels  has  contributed  to  a  widen- 
ing trade  deficit,  which  reached  about  $10.1  billion  in  1995.  The  immigration  surge 
has  also  required  a  rapid  increase  in  Israel's  housing  stock,  expansion  of  its  infra- 
structure, and  sizable  investments  in  new  plant  and  equipment.  Concurrently,  the 
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unanticipated  and  substantial  expenditures  associated  with  the  implementation  of 
the  peace  agreement  with  the  Palestinians  and  Jordan  have  exacerbated  Israel's  do- 
mestic budget  deficit.  The  government  will  soon  privatize  several  of  its  largest  com- 
panies and  banks.  It  remains  committed  to  reducing  its  relatively  high  tax  burden 
while  simultaneously  reducing  the  government  deficit.  U.S.  ESF  provides  Israel  the 
funds  it  needs  both  to  promote  economic  reforms  and  to  carry  out  a  domestic  agenda 
that  reinforces  the  government's  peace  process  policy. 

The  U.S.  assistance  funding  request  of  about  $2.1  billion  for  Egypt  also  reflects 
our  long-standing  commitment  in  support  of  Egypt's  vital  role  in  Middle  East  stabil- 
ity, security,  and  the  promotion  of  peace.  Egypt  is  a  pivotal  country  in  the  Arab 
world,  a  recently-elected  member  of  the  UN  Security  Council,  and  a  crucial  U.S.  ally 
in  the  Middle  East.  Egypt  was  the  first  Arab  state  to  conclude  a  peace  agreement 
with  Israel,  and  the  Egypt-Israel  peace  treaty  remains  the  cornerstone  of  the  Arab- 
Israeli  peace  process.  Given  its  key  role  in  the  peace  process  and  in  regional  politics 
more  generally,  the  U.S.  has  strong  interest  in  maintaining  its  long-established  bi- 
lateral security  relationship,  and  in  supporting  Egypt's  critical  political  and  military 
role  as  a  moderating  influence  in  the  region  and  as  a  contributor  to  international 
peacekeeping  efforts,  such  as  SomaUa  and,  most  recently,  Bosnia.  Egypt  was  among 
the  leaders  in  support  of  our  Gulf  War  effort.  We  also  support  efforts  to  promote 
market-oriented  economic  development  and  policy  reform  in  Eg3T)t,  provide  profes- 
sional military  education  and  training  to  Egyptian  officers  to  enhance  professional- 
ism, modernize  Egypt's  armed  forces,  and  encourage  acceptance  of  U.S.  values. 

Our  military  and  economic  assistance  programs  have  been  important  components 
of  strong  U.S.  relations  with  Israel  and  Egypt  since  the  conclusion  of  the  Camp 
David  Accords.  Securing  a  just,  lasting,  and  comprehensive  peace  in  the  Middle  East 
remains  one  of  the  cornerstones  of  our  overall  foreign  policy.  But  we  cannot  continue 
our  effectiveness  in  the  region  and  protect  our  interests  there  if  we  do  not  marshal 
the  resources  to  stand  by  our  commitments.  Efforts  to  reduce  our  assistance  levels 
at  this  time  would  seriously  undercut  the  reputation  the  U.S.  enjoys  in  the  region 
as  a  reUable  partner  and  reduce  the  confidence  the  parties  in  the  peace  process 
place  in  us  as  an  honest  broker. 

RUSSIA 

Question.  Presidential  elections  in  Russia  may  soon  result  in  the  reemergence  of 
communism,  especially  now  that  the  Duma  has  passed  a  non-binding  resolution  call- 
ing the  breakup  of  the  Soviet  Union  unlawful.  In  light  of  this,  is  it  wise  for  the  U.S. 
to  continue  to  provide  aid  to  Russia?  Quite  frankly,  it  does  not  seem  to  me  that  our 
aid  is  actually  working.  Russia  is  continuing  with  its  hardline  posturing,  its  ongoing 
conflict  with  Chechnya,  and  its  involvement  with  the  Iranian  nuclear  program.  I  am 
very  concerned  that  our  aid  is  being  used  to  re-empower  a  former  and  future  com- 
munist regime.  Could  not  these  funds  be  better  spend  ensuring  that  the  former 
states  of  the  Soviet  Union  remain  independent  of  Russia? 

Answer.  Assisting  the  transformation  of  Russia  and  the  other  New  Independent 
States  (NIS)  to  democracies  and  market  economic  systems  remains  one  of  this  Ad- 
ministration's highest  foreign  policy  goals.  We  believe  much  progress  has  already 
been  made  and  that  U.S.  assistance  has  played  a  vital  role  in  assisting  this  impor- 
tant process. 

We  knew  from  the  start,  however,  that  this  transformation  would  be  long  and 
complex,  with  ups  and  downs  along  the  road. 

We  believe  that  ultimate  success  will  depend  on  our  taking  a  long  view  and  main- 
taining a  steady  policy  towards  Russia.  That  policy  is  not  based  upon  particular  in- 
dividual or  party  being  in  power. 

Should  there  be  a  change  in  leadership  at  the  top,  we  would  continue  to  engage 
with  reformers  wherever  we  might  find  them. 

We  would  evaluate  the  role  which  oiu"  assistance  could  play  in  the  post-election 
phase  based  upon  the  requirements  and  specifics  of  the  situation.  This  approach,  of 
course,  is  consistent  with  the  requirements  of  the  FREEDOM  Support  Act. 

Question.  P.L.  104-107  includes  a  provision  that  states  that  within  ninety  days 
of  enactment  none  of  the  funds  appropriated  for  Russia  shall  be  made  available  un- 
less the  President  determines  and  certifies  that  the  Government  of  Russia  has  ter- 
minated implementation  of  arrangements  to  provide  Iran  with  technical  expertise, 
training,  technology,  or  equipment  necessary  to  develop  a  nuclear  reactor.  Since 
Russia  is  proceeding  with  assisting  the  Iranians  with  their  nuclear  power  plant  in 
Bushehr,  is  the  Administration  prepared  to  terminate  funding  to  Russia? 

Answer.  We  have,  in  essence,  two  worthy  foreign  policy  goals  before  us:  support- 
ing the  reform  process  in  Russia  and  ending  Russian  nuclear  cooperation  with  Iran. 
Carefully  designed  and  implemented  U.S.  assistance  programs  help  us  achieve  the 
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former.  Active  engagement  with  Russia  at  the  highest  levels  is  our  best  hope  for 
accomplishing  the  latter. 

The  Administration  shares  the  deep  concern  of  the  Congress  over  Russian  nuclear 
cooperation  with  Iran.  To  deal  with  this  pressing  issue,  the  Administration  has  es- 
tablished a  multilevel  dialogue  with  the  Russians  and  has  given  this  issue  top  prior- 
ity on  the  bilateral  agenda. 

As  regards  the  provision  on  Russian  nuclear  cooperation  with  Iran  found  in  the 
FY  1996  Foreign  Operations  Appropriations  Act,  I  have  not  yet  held  discussions 
with  the  President  regarding  this  provision.  I  intend  to  discuss  this  matter  with  the 
President  in  the  next  few  weeks  at  which  time  the  Congress  will  be  notified  of  the 
Administration's  decision  regarding  the  provision. 

CHINA 

Question.  With  the  recent  reelection  of  Lee  Teng-hui  in  Taiwan,  the  secession  of 
Taiwan  from  China  becomes  a  possibility.  The  United  States,  particularly  Califor- 
nia, has  a  great  interest  in  the  prosperity  of  both  China  and  Taiwan.  Given  that 
the  House  of  Representatives  has  recently  granted  its  support  of  Taiwan,  what  steps 
is  the  Administration  taking  to  defuse  the  tensions  in  this  region? 

Answer.  The  Administration  responded  to  last  month's  large-scale  military  exer- 
cises in  the  Taiwan  Strait  by  the  PRC  with  a  very  clear  message:  those  activities 
were  provocative  and  dangerous.  We  reminded  the  PRC  that  U.S.  law — the  Taiwan 
Relations  Act — expUcitly  states  that  any  effort  to  determine  the  future  of  Taiwan 
by  other  than  peaceful  means  would  be  of  grave  concern  to  the  United  States.  In 
meetings  with  senior  PRC  officials,  we  urged  their  government  to  exercise  restraint 
and  caution.  We  made  clear  that  any  mihtary  attack  on  Taiwan  would  have  grave 
consequences.  We  also  took  a  number  of  prudent,  precautionary  steps — including 
certain  naval  deplo)maents  in  international  waters  near  Taiwan — to  underscore  our 
interests  and  prevent  any  miscalculation.  We  consulted  closely  with  other  countries 
in  the  region,  many  of  whom  have  expressed  their  own  concerns  directly  to  Beijing. 

Since  the  "Taiwan  election,  the  PRC  has  ended  its  large-scale  military  exercises, 
leading  to  a  reduction  of  tensions  in  the  Taiwan  Strait. 

We  will  continue  to  urge  both  sides  to  resume  their  direct  dialogue  as  the  best 
available  path  toward  peaceful  resolution  of  their  differences. 

Lee  Teng-hui  continues  to  state  that  reunification,  not  independence,  is  his  goal. 
Recently,  vice-president  elect  Lien  Chan  stated  that  Lee's  administration  "is  ada- 
mant in  its  pursuit  of  national  reunification  and  strong  opposition  to  Taiwan  inde- 
pendence." 

I  share  your  concern  for  the  future  prosperity  of  both  China  and  Taiwan.  I  believe 
that  U.S.  policy  has  been  successful  in  promoting  peace,  stability  and  prosperity  in 
the  Taiwan  Strait,  and  we  will  continue  to  pursue  those  objectives. 

Question.  China  is  an  increasingly  troublesome  subject.  As  I  stated  earlier,  the 
United  States  has  a  growing  interest  in  the  potential  of  a  viable  Chinese  economic 
market.  I  believe  that  an  increasing  U.S.  presence  in  China's  economy  will  only  lead 
to  quicker  political  reforms.  However,  I  am  troubled  by  China's  blatant  disregard 
for  nuclear  non-proliferation  in  its  dealings  with  Pakistan.  What  is  the  administra- 
tion preparing  to  do  in  this  regard?  Is  the  President  planning  on  granting  a  waiver 
to  allow  American  businesses  to  continue  to  operate  in  China? 

Answer.  We  worked  intensively  with  senior  Chinese  officials  to  resolve  our  con- 
cerns about  China's  cooperation  with  Pakistan's  unsafeguarded  nuclear  facilities, 
and  announced  our  understanding  May  10.  The  Chinese  have  given  us  clarifications 
and  commitments  regarding  their  nuclear  export  policy,  specifically: 

China  issued  a  public  statement  that  it  will  not  provide  assistance  to 
unsafeguarded  nuclear  programs  in  any  country.  The  undertaking  represents  a  sig- 
nificant new  public  commitment  with  respect  to  China's  nuclear  cooperation  wiUi 
other  countries. 

The  Chinese  have  confirmed  our  understanding  that  this  new  commitment  means 
that  they  will  not  transfer  ring  magnets  in  the  future  to  unsafeguarded  facilities. 

China  agreed  to  hold  consultations  on  national  export  control  policies  and  prac- 
tices. We  believe  these  expert-level  talks  can  contribute  to  the  avoidance  of  future 
problems  by  helping  to  develop  a  common  understanding  on  fully-effective  export 
control  policies  and  to  strengthen  national  export  control  systems.  We  look  to  these 
talks  to  make  an  important  contribution  to  our  overall  goal  of  preventing  the  spread 
of  all  weapons  of  mass  destruction  and  their  delivery  systems. 

As  to  the  issue  of  sanctions,  I  considered  very  carefully  whether  to  invoke  Section 
825  of  the  Nuclear  Proliferation  Prevention  Act  of  1994  (NPPA),  which  requires  a 
halt  to  all  Export-Import  Bank  activities  in  a  country  that  willfully  aids  or  abets 
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a  non-nuclear  weapons  state  to  acquire  a  nuclear  explosive  device  or  unsafeguarded 
special  nuclear  material. 

After  weighing  all  of  the  available  information,  including  authoritative  statements 
that  the  Government  of  China  was  unaware  of  any  transfers  of  ring  magnets  by  a 
Chinese  entity,  I  concluded  that  there  was  not  a  sufficient  basis  to  determine  that 
a  key  requirement  of  Section  825  had  been  met — the  test  of  "willfiilness"  by  the 
Government  of  China.  As  a  result,  I  concluded  that  sanctions  were  not  warranted, 
and  Export-Import  Bank  operations  in  support  of  U.S.  exports  to  China  have  re- 
turned to  normal. 

The  Statement  and  commitments  we  obtained  from  the  Chinese  regarding  futtu*e 
behavior  are  precisely  what  we  would  have  sought  as  a  basis  to  remove  sanctions 
had  it  been  necessary  to  impose  them.  Our  primary  goal  was  to  gain  commitments 
from  the  Chinese  regarding  future  nuclear  cooperation  with  third  countries.  We  ac- 
complished that  goal.  We  will  continue  to  review  China's  export  behavior  carefully. 
If  warranted  based  on  new  information  or  change  in  Chinese  behavior,  we  will  not 
hesitate  with  China,  as  with  any  other  country,  to  implement  the  sanctions  law. 

Question.  1  am  also  troubled  by  the  Administration  s  recent  request  of  the  Export- 
Import  Bank  to  temporarily  halt  operations  in  China  for  thirty  days.  On  what  au- 
thority did  the  administration  do  this?  Does  the  administration  plan  on  using  the 
Export-Import  Bank  as  a  foreign  policy  pawn  in  the  future? 

Answer.  Section  825  of  the  Nuclear  Proliferation  Prevention  Act  (NPPA),  of  June 
1994,  amends  the  Export  Import  Bank  Act  to  prohibit  Exim  Bank  board  approval 
to  "guarantee,  insure,  or  extend  credit  or  participate  in  the  extension  of  credit"  to 
any  country  that  has  "willfully  aided  or  abetted  any  non-nuclear  weapon  state  *  *  * 
to  acquire  unsafeguarded  special  nuclear  material.' 

The  Administration  is  fully  aware  that  any  sanctions  on  China  could  have  serious 
consequences  for  U.S.  businesses.  We  do  not  want  to  preemptively  try  to  suggest  the 
impact  of  sanctions. 

Almost  all  U.S.  exports  to  China  of  high-value  items,  such  as  airplanes  and  power 
generating  equipment,  are  eligible  for  Exim  Bank  financing.  Exim  Bank  financing 
permits  U.S.  businesses  to  compete  more  effectively  against  other  competitors  which 
all  have  access  to  official  export  financing.  The  Exim  Bank  is  currently  considering 
projects  for  China  valued  at  approximately  $10  billion. 

GREEK-TURKISH  RELATIONS 

Question.  I  have  recently  seen  where  new  Turkish  Prime  Minister  Mesut  Yihnaz 
has  called  on  Greece  to  enter  into  negotiations  in  order  to  settle  all  of  the  Aegean 
questions.  What  is  the  Administration  doing  in  order  to  facilitate  such  talks  between 
two  of  our  closest  NATO  allies? 

Answer.  The  Administration  shares  your  concerns  for  Greek-Turkish  relations  in 
the  aftermath  of  last  January's  Aegean  islets  confrontation.  The  President  and  other 
Administration  officials  discussed  the  difficult  problems  between  these  two  NATO 
allies  with  both  the  Turkish  President,  Suleyman  demirel,  and  the  Greek  Prime 
Minister,  Constantine  Simitis,  during  their  recent  visits  to  Washington.  During 
these  conversations,  we  emphasized  to  both  sides  that  solutions  must  be  found  to 
the  problems  which  divide  them.  These  solutions  should  be  based  on  respect  for 
international  law  and  treaties,  the  non-use  of  force  or  the  threat  of  force,  respect 
by  each  party  for  the  territorial  integrity  of  the  other,  and  the  reference  of  the  islets 
dispute  to  the  International  Court  of  Justice  or  some  other  appropriate  international 
dispute  settlement  body.  We  will  continue  to  urge  both  countries  to  begin  a  process 
which  can  lead  to  a  fair  and  peaceful  solution  of  the  differences  between  them,  and 
we  stand  ready  to  be  of  assistance  in  this  process. 

BOSNIAN  MUSLIM  TROOPS 

Question.  With  the  mission  nearly  half  over  and  troops  ready  to  pull  out  near  the 
end  of  the  year,  I  read  that  the  administration's  attempts  to  raise  funds  for  the  arm- 
ing and  training  of  Bosnian  Muslim  troops  is  a  failure.  I  understand  that  most  Mus- 
lim countries  are  secretly  entering  into  separate  bilateral  deals  to  arm  and  train  the 
Bosnian  Muslims.  Is  this  true?  What  is  the  Administration's  plan  now  that  securing 
funds  to  arm  and  train  the  Bosnian  Muslims  has  failed? 

Answer.  We  do  not  have  information  that  the  Bosnian  Muslims  are  negotiating 
secret  deals  with  Islamic  countries  to  obtain  arms  and  training  on  a  bilateral  basis. 
To  the  contrary,  Bosnian  leaders  have  travelled  this  year  to  key  Islamic  countries, 
and  elsewhere,  to  encourage  support  for  the  U.S.-led  train  and  equip  effort.  These 
leaders  are  on  record  as  stating  that  there  is  no  alternative  to  the  U.S.-led  effort. 

The  U.S.-led  effort  is  on  track  and  moving  forward.  It  made  another  important 
advance  April  14-15  when  Saudia  Arabia,  the  United  Arab  Emirates  and  Kuwait 
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committed  about  $100  million  in  cash  to  the  U.S. -led  effort.  We  are  also  following 
up  with  other  countries  that  have  previously  indicated  support,  either  at  the  March 
15  donors  conference  in  Ankara  or  in  bilateral  discussions. 

The  U.S.-led  effort,  together  with  the  arms  control  process  begun  at  Dayton,  is 
designed  to  establish  a  stable  military  balance  in  Bosnia  by  providing  the  Federa- 
tion with  a  capability  for  deterrence  and  defense.  It  is  an  insurance  policy  guaran- 
teeing that  a  decision  to  return  to  war  will  not  succeed,  and  therefore  will  not  be 
made,  after  IFOR  departs.  We  believe  that  a  stable  military  balance,  consistent  with 
Dayton  and  openly  arrived  at,  is  in  the  best  interests  of  all  the  parties  in  the  region. 

Support  for  the  U.S.-led  effort  is  also  an  important  way  to  ensure  that  radical  Is- 
lamic forces  are  no  longer  present  in  Bosnia. 

The  Bosnians  are  looking  to  the  U.S.-led  effort  to  provide  the  Bosnian-Croat  Fed- 
eration with  a  capability  for  deterrence  and  defense.  Providing  the  Federation  with 
the  means  to  defend  itself  is  necessary  to  create  a  stable  military  balance  in  Bosnia. 

BOSNIA 

Question.  Can  you  tell  me  the  status  of  the  administration's  fundraising  attempts 
to  complement  the  $200  million  in  non-military  assistance  the  U.S.  is  preparing  to 
provide? 

Answer.  At  the  iust-concluded  Brussels  donors'  conference,  bilateral  donors 
pledged  more  than  the  goal  of  $1.2  billion  for  economic  assistance  in  Bosnia  for  the 
remainder  of  1996.  The  Brussels'  conference  provided  significant  evidence  of  the 
commitment  of  the  international  community  to  help  rebuild  Bosnia.  The  U.S.  con- 
tribution, $219  million  in  new  money  (for  a  total  U.S.  contribution  of  $281.7  million 
for  economic  reconstruction  and  related  activities  for  1996),  acted  as  an  incentive 
to  others  to  give  generously  at  the  conference.  Before  the  conference,  the  President, 
I,  and  other  members  of  the  Administration  actively  encouraged  donors  to  make 
substantial  commitments  in  Brussels.  The  Administration  will  continue  to  \irge  po- 
tential donors  to  contribute  to  the  overall  civilian  implementation,  particularly  in 
priority  areas  that  remain  underfunded. 

It  is  important  to  note  that  the  U.S.  contribution,  though  significant,  comprises 
approximately  only  one/sixth  of  the  total  from  all  donors. 

ISRAELI  ELECTIONS 

Question.  Mr.  Secretary,  as  Israel  approaches  elections  this  May,  many  have  open- 
ly predicted  that  the  Likud  Party  will  gain  control  of  the  government.  It  is  no  secret 
that  members  of  the  Likud  and  several  other  parties  they  are  likely  to  form  a  coali- 
tion with,  have  publicly  questioned  the  effects  of  accepting  such  a  large  amount  of 
U.S.  assistance.  If  this  is  indeed  the  case,  has  the  Administration  considered  how 
it  might  handle  such  an  abrupt  reversal  in  Israeli  policy?  What  will  be  the  effects 
on  the  stability  of  the  region  should  this  occur? 

Answer.  The  U.S.  does  not  interfere  in  the  internal  electoral  process  of  any  coun- 
try. 

Based  on  the  U.S.'  longstanding  commitment  to  Israel's  security,  the  U.S.  has  pro- 
vided significant  assistance  to  Israel  during  both  Likud  and  Labor  governments. 

Any  change  in  the  U.S.  assistance  relationship  with  Israel  would  occur  in  the  con- 
text of  close  consultations  with  the  U.S.  Congress  and  the  Government  of  Israel. 
These  consultations  would  include  a  discussion  of  the  regional  consequences  of  any 
such  change. 

Questions  for  the  Record  Submitted  by  Representative  Bunn 

Bosnia 

Question.  During  my  trip  to  Bosnia  in  December,  I  was  told  by  a  very  senior  mili- 
tary officer  that  the  U.S.  has  no  exit  strategy  for  the  Bosnian  operation.  Aside  from 
the  political  goal  of  a  one-year  deployment,  what  is  our  strategy  for  withdrawal? 
Specifically,  what  political-military  scenario  must  be  in  place  for  the  operation  to  be 
declared  a  success? 

Answer.  Our  plans  have  not  changed.  NATO  limited  IFOR's  deployment  to  ap- 
proximately one  year,  and  we  expect  U.S.  troops  to  depart  according  to  that 
timeline. 

During  initial  IFOR  planning,  NATO  military  planners  estimated  that  it  would 
take  4-6  months  to  fully  implement  the  military  aspects  of  the  agreement — separa- 
tion of  forces,  withdrawal  to  barracks  and  cantonment  areas,  and  demobilization. 
IFOR  has  been  very  successful  in  meeting  that  timeline.  For  the  remainder  of 
IFOR's  one  year  deployment  we  hope  to  build  a  cumulative  record  of  achievements 
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that  will  outlast  IFOR's  departure  including  elections,  stabilization/arms  control, 
economic  reconstruction,  demining,  resettlement  of  refugees,  and  rebuilding  civil  so- 
ciety. 

When  we  and  our  NATO  allies  committed  the  IFOR  to  Bosnia  we  made  it  clear 
to  the  former  warring  parties  that  they  were  ultimately  responsible  for  implement- 
ing the  peace  agreement.  By  limiting  IFOR's  deployment  to  one  year,  NATO  sig- 
naled that  it  would  not  be  a  substitute  for  real  progress  by  the  parties  toward 
achieving  a  lasting  peace.  They  needed  to  move  in  that  direction  quickly.  Certainly 
the  full  implementation  process  will  take  longer  than  one  year,  but  we  expect  that 
the  parties  will  build  on  the  progress  made  during  this  critical  first  year  and  con- 
tinue their  journey  toward  peace  afler  IFOR  departs.  As  of  now,  we  see  no  reason 
to  change  U.S.  plans  and  we  also  expect  NATO  to  stick  to  the  withdrawal  schedule. 

WAR  CRIMINALS 

Question.  Media  reports  indicate  that  indicted  war  criminals  Ratko  Mladic, 
Radovan  Karadzic  and  others  have  openly  passed  through  IFOR  security  check- 
points. Is  it,  or  is  it  not,  the  poUcy  of  IFOR  and  the  Administration  to  apprehend 
individuals  indicted  for  war  crimes  when  the  opportunity  presents  itself?  Why  were 
these  people  allowed  to  pass,  and  who  is  being  held  responsible  for  their  escape? 

Answer.  It  is  both  NATO  and  U.S.  official  policy  that  IFOR  forces  detain  and 
transfer  to  the  International  Criminal  Tribunal  for  the  former  Yugoslavia  (ICTY) 
those  indicted  war  criminals  that  IFOR  encounters  during  the  conduct  of  its  normal 
activities.  As  there  have  been  several  public  sightings  of  Messrs.  Karadzic  and 
Mladic  in  the  several  months  since  IFOR's  deployment,  the  charge  has  therefore 
been  made  that  the  men  must  have  passed  through  IFOR  checkpoints  in  order  to 
have  been  seen  by  members  of  the  media.  IFOR  has  investigated  each  incident  to 
determine  whether  the  indictees  had  in  fact  passed  through  IFOR  checkpoints.  In 
no  case,  however,  has  it  been  determined  that  the  accused  men  actually  had  passed 
through  an  IFOR  checkpoint. 

It  bears  noting  that  IFOR  does  not  maintain  fixed  checkpoints  on  all  roads 
throughout  Bosnia,  much  less  at  all  times.  Indeed,  one  of  IFOR's  principal  actions 
has  been  to  remove  the  many  police,  militia  and  military  checkpoints  which  have 
inhibited  free  movement  of  all  individuals  throughout  Bosnia.  Nor  is  IFOR  charged 
with  actively  searching  out,  or  hunting  down,  indicted  war  criminals. 

In  the  one  instance  where  IFOR  troops  did  themselves  identify  Radovan  Karadzic 
(Banja  Luka,  February  27),  Karadzic  was  surrounded  by  armed  guards,  as  well  as — 
at  times — a  crowd  of  civilians.  At  no  time  did  he  come  into  contact  with  any  IFOR 
patrol  or  checkpoint.  Those  IFOR  soldiers  who  did  catch  sight  of  him  were  generally 
in  pairs,  and  thus  did  not  have  the  strength  of  numbers  to  detain  him.  These  sol- 
diers were  providing  security  for  the  High  Representative,  Mr.  Carl  Bildt,  and  sen- 
ior representatives  of  the  Parties  at  a  meeting  in  Banja  Luka.  Their  priority  was 
to  protect  Mr.  Bildt  and  the  others.  While  it  remains  the  responsibility  of  the  parties 
to  the  Dayton  agreements,  not  of  IFOR,  to  search  out  and  detain  indicted  war  crimi- 
nals on  their  territory,  IFOR  is,  however,  actively  working  with  the  ICTY  to  ensure 
that  IFOR  forces  have  the  necessary  information  about  those  Serbs,  Croats  and 
Muslims  who  have  been  indicted  by  the  Tribunal  and  to  minimize  the  possibility 
that  an  indicted  person  passes  undetected  by  IFOR  troops.  The  United  States  is  en- 
suring through  U.S.  and  NATO  channels  that  IFOR  has  sufficient  information  to 
identify,  detain  and  transfer  to  the  Tribunal  indicted  persons.  The  ICTY  has  pro- 
vided IFOR  with  the  complete  files  on  aU  indicted  persons,  including  photographs 
when  available.  Lists  and  photos  of  those  indicted  have  been  distributed  widely 
throughout  IFOR's  ranks. 

GREECE  AND  TURKEY 

Question.  At  the  start  of  Turkeys  new  coalition  government,  Prime  Minister 
Mesut  Yilmaz  made  overtures  to  both  Greece  and  Armenia.  On  Greece  he  called  for 
a  "peach  process"  without  preconditions  to  seek  a  "comprehensive  and  lasting  solu- 
tion" to  all  issues  dividing  the  countries  in  the  Aegean.  Apparently,  he  did  not  rule 
out  third  party  arbitration.  On  Armenia,  he  announced  that  Turkey  is  willing  to 
open  its  border  with  Armenia,  provided  there  is  continued  progress  in  Azeri-Arme- 
nian  talks.  What  has  been  the  Greek  and  Armenia  response,  and  what  is  the  U.S. 
position  on  these  issues? 

Answer.  PM  Yilmaz  announced  on  March  22  that  Turkey  would  reopen  its  land 
border  with  Armenia  as  soon  as  there  was  agreement  between  Armenia  and  Azer- 
baijan on  a  statement  of  principles  governing  a  settlement  in  Nagorno-Karabakh. 
This  is  a  very  positive  statement,  and  we  welcome  it.  It  is  too  soon  to  expect  a  re- 
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sponse  from  Yerevan  to  this  overture.  We  hope  that  it  will,  however,  have  a  positive 
effect  on  the  peace  negotiations. 

Prime  Minister  Yilmaz's  statement,  announcing  Turkej^s  readiness  to  begin  a  dia- 
logue with  Greece  on  all  issues  between  them,  and  willingness  to  accept  mutually- 
agreed  third-party  methods  to  resolve  their  dispute  peacefully,  is  also  a  positive 
step.  As  a  close  ally  of  both  states,  we  welcome  any  and  all  efforts  from  both  sides 
to  bridge  the  gaps  between  them  peacefully,  and  to  improve  the  atmosphere  between 
them  as  good  neighbors  and  allies. 

Athens  has  indicated  that  it  finds  a  number  of  positive  elements  in  Mr.  Yilmaz's 
statement.  Overall,  both  sides  continue  to  try  to  find  ways  to  reduce  the  tensions 
in  their  relationship.  We  encouraged  these  efforts  during  discussions  with  President 
Demirel  and  in  meetings  with  Greek  Prime  Minister  Simitis. 

Question.  President  Demirel  is  scheduled  to  arrive  in  Washington  today.  He  also 
recently  visited  Israel  as  the  first  Turkish  President  to  do  so.  As  you  know,  Turkey 
was  the  only  Moslem  country  to  recognize  Israel  in  1949.  Not  imtil  the  Camp  David 
Accords  did  another  Moslem  country  do  so. 

During  President  Demirel's  visit,  he  signed  an  important  trade  agreement  with 
Israel.  Do  you  see  other  Moslem  countries  following  this  trend,  and  what  is  the  U.S. 
doing  to  encourage  them  to  do  so? 

Answer.  T"urkey  is  only  one  of  many  countries  in  the  Islamic  world  in  the  process 
of  establishing  closer  relations  with  Israel.  Egypt  and  Jordan  have  formal  peace 
treaties  with  Israel,  and  Israel's  economic  relations  with  these  two  countries,  espe- 
cially with  Jordan,  continue  to  increase.  Morocco  and  Israel  also  maintain  liaison 
offices  in  each  others'  countries.  We  expect  that  by  mid-April,  Israel  and  Tunisia 
will  have  estabUshed  interest  sections  as  well.  Finally,  Israeli  PM  Peres  recently 
visited  Qatar  and  Oman;  we  expect  that  trade  offices  between  Israel  and  these  two 
Gulf  states  will  open  soon. 

The  U.S.  continues  to  encourage  actively  broader  ties  between  Arab  and  Islamic 
states  and  Israel.  In  our  bilateral  discussions  with  these  countries,  we  never  fail  to 
mention  that  broader  participation  of  all  states  in  the  region  in  the  peace  process 
is  one  of  the  key  foreign  policy  goals  of  this  Administration. 

ISLAMIC  TERRORIST  ACTIVITIES 

Question.  What  has  been  the  impact  of  the  crackdown  on  the  fiindraising  activi- 
ties of  Islamic  terror  groups  such  as  HAMAS?  Have  these  activities  had  any  meas- 
urable effect  on  the  number  of  terrorist  attacks  against  Israeli  citizens?  To  what  ex- 
tent are  HAMAS  activities  directed  from  the  Untied  States,  and  what  more  can  we 
do  to  stop  it? 

Answer.  The  January  1995  executive  order  signed  by  President  Clinton  used  the 
authority  of  the  International  Economic  Emergency  Powers  Act  to  block  assets  and 
restrict  the  fiindraising  activities  in  the  United  States  of  terrorists  who  threaten  to 
disrupt  the  Middle  East  peace  process.  The  executive  order  named  twelve  terrorist 
groups,  including  HAMAS. 

To  date,  the  Department  of  Treasury  has  blocked  $800,000  in  assets  of  inter- 
national terrorist  organizations  in  the  United  States. 

It  is  not  possible  to  quantify  precisely  the  effect  that  our  actions  to  restrict  fund- 
raising  activities  of  terrorist  groups  in  the  U.S.  may  have  had  on  the  reduction  of 
terrorist  attacks  against  Israeli  citizens,  or  to  determine  the  extent  to  which 
HAMAS  activities  are  directed  from  the  U.S.  However,  we  are  convinced  that  meas- 
ures like  the  ones  which  we  have  taken  have  a  significant  effect  over  time. 

As  we  develop  new  information  about  fiindraising  activities  of  terrorist  groups 
such  as  HAMAS,  we  will  use  the  legal  authority  available  to  us  to  block  additional 
assets  as  well. 

We  have  no  precise  information  indicating  the  extent  to  which  HAMAS  acts  in 
the  West  Bank  and  Gaza  are  being  directed  from  the  Untied  States. 

The  Congressional  passage  of  the  new  Counterterrorism  bill  will  provide  us  with 
important  new  tools  in  the  fight  against  terrorist  activities  by  HAMAS  and  other 
organizations  that  may  seek  to  operate  in  the  U.S. 

Questions  for  the  Record  Submitted  by  Representative  Yates 

MIDDLE  east 

Question.  In  your  statement  you  state  that  the  President,  during  his  recent  visits 
to  Egypt  and  Israel,  reaffirmed  the  United  States  position  as  the  leading  proponent 
of  peace  in  the  Middle  East.  It  has  been  suggested  that  the  assistance  to  Egypt  and 
Israel  might  be  cut  back. 

Do  you  agree  with  this  conclusion? 
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Do  you  believe  that  aid  for  the  Camp  David  countries  shoiild  be  maintained  at 
current  levels? 

Answer.  Aid  for  the  Camp  David  countries  should  be  maintained  at  current  levels. 
With  $3  biUion  in  funding  for  Israel  for  FY  1997  (which  equals  cvurent  assistance 
levels  for  FY  1995  and  1996),  the  U.S.  will  be  reaffirming  its  commitment  to  Israel's 
security  and  well-being  and  our  national  interest  in  securing  a  just  and  comprehen- 
sive peace  between  Israel  and  all  its  Arab  neighbors.  Our  commitment  to  Israel's 
security  has  been  a  cornerstone  of  oiu*  Middle  East  pohcy  since  the  creation  of  the 
state  of  Israel  in  1948.  This  long-standing  commitment  is  based  on  historic  and  cul- 
tural ties  and  the  strong  U.S.  interest  in  a  successful  peace  process.  In  addition,  we 
share  with  Israel  concerns  related  to  the  security  of  the  eastern  Mediterranean.  We 
have  repeatedly  emphasized  that  the  security  and  legitimacy  of  Israel  must  not  be 
in  doubt  if  the  ongoing  bilateral  and  multilateral  peace  talks,  co-sponsored  by  the 
U.S.,  are  to  succeed. 

The  historic  accords  between  Israel  and  the  Palestinians  and  between  Israel  and 
Jordan  represent  a  vuiique  opportunity  for  progress  toward  regional  peace  and  secu- 
rity. Israel  has  taken  significant  risks  for  space.  These  risks  should  be  recognized 
and  reduced  to  a  minimvun  by  the  U.S.  Dramatic  progress  toward  peace  has  de- 
creased the  immediate  threat  to  Israel,  but  a  longer-term  threat  remains  from  coun- 
tries such  as  Iraq  and  Iran,  which  continue  to  pursue  the  development  and  acquisi- 
tion of  weapons  of  mass  destruction  and  their  delivery  systems.  The  U.S.  is  commit- 
ted to  maintaining  Israel's  qualitative  edge  against  any  likely  combination  of  ag- 
gressors. Toward  this  end,  FMF  will  allow  Israel  to  continue  cash-flow  funding  and 
follow-on  support  for  major  multi-year  procurement  programs  such  as  new  F-15I 
fighter  aircraft  purchases,  SAAR  corvettes,  and  continued  upgrades  of  Israel's 
Apache  and  Blackhawk  helicopter  squadrons. 

Israel's  economy  has  responded  favorably  in  recent  years  to  the  restructviring  im- 
posed after  the  crises  and  hyperinflation  of  the  mid-80's.  Economic  growth  has  aver- 
aged six  percent  since  1990,  as  the  economy  becomes  increasingly  sophisticated  and 
technolo^cally  advanced.  GDP  growth  in  1995  was  about  6.8  percent  and  unemploy- 
ment declined  to  6.3  percent  from  1992  levels  of  11  percent.  Despite  this  good  news 
however,  the  government  still  faces  economic  challenges  associated  with  absorbing 
over  600,000  immigrants  since  1989  in  a  country  of  only  five  million.  Increased  do- 
mestic demand  associated  with  high  immigration  levels  has  contributed  to  a  widen- 
ing trade  deficit,  which  reached  about  $10.1  billion  in  1995.  The  immigration  surge 
has  also  required  a  rapid  increase  in  Israel's  housing  stock,  expansion  of  its  infra- 
structure, and  sizable  investments  in  new  plant  and  equipment.  Concurrently,  the 
unanticipated  and  substential  expenditures  associated  with  the  implementation  of 
the  peace  agreement  with  the  Palestinians  and  Jordan  have  exacerbated  Israel's  do- 
mestic budget  deficit.  The  government  will  soon  privatize  several  of  its  largest  com- 
panies and  banks.  It  remains  committed  to  reducing  its  relatively  high  tax  burden 
while  simulteneously  reducing  the  government  deficit.  U.S.  ESF  provides  Israel  the 
funds  it  needs  both  to  promote  economic  reforms  and  to  carry  out  a  domestic  agenda 
that  reinforces  the  government's  peace  process  policy. 

The  U.S.  assistence  funding  request  of  about  $2. 1  billion  for  Egypt  also  reflects 
our  long-stending  commitment  in  support  of  Egypt's  vitel  role  in  Middle  East  stebil- 
ity,  security,  and  the  promotion  of  peace.  Egypt  is  a  pivotal  country  in  the  Arab 
world,  a  recently-elected  member  of  the  UN  Security  Council,  and  a  crucial  U.S.  ally 
in  the  Middle  East.  Egypt  was  the  first  Arab  state  to  conclude  a  peace  agreement 
with  Israel,  and  the  Ej^rpt-Israel  peace  treaty  remains  the  cornerstone  of  the  Arab- 
Israeli  peace  process.  Since  its  key  role  in  the  peace  process  and  in  regional  poUtics 
more  generally,  the  U.S.  has  strong  interest  in  mainteining  its  long-established  bi- 
lateral security  relationship,  and  in  supporting  Egypt's  critical  political  and  militery 
role  as  a  moderating  influence  in  the  region  and  as  a  contributor  to  international 
peacekeeping  efforts,  such  as  Somalia,  and  most  recently,  Bosnia.  Egypt  was  among 
the  leaders  in  support  of  our  Gulf  War  effort.  We  also  support  efforts  to  promote 
market-oriented  economic  development  and  policy  reform  in  Egypt,  provide  profes- 
sional military  education  and  training  to  Egyptian  officers  to  enhance  professional- 
ism, modernize  Egypt's  armed  forces,  and  encourage  acceptance  of  U.S.  values. 

Our  militery  and  economic  assistence  programs  have  been  important  componente 
of  strong  U.S.  relations  with  Israel  and  Egypt  since  the  conclusion  of  the  Camp 
David  Accords.  Securing  a  just,  lasting,  and  comprehensive  peace  in  the  Middle  East 
remains  one  of  the  cornerstones  of  our  overall  foreign  policy.  But  we  cannot  continue 
our  effectiveness  in  the  region  and  protect  our  interests  there  if  we  do  not  marshal 
the  resources  te  stend  by  our  commitments.  EfForte  to  reduce  our  assistence  levels 
at  this  time  would  seriously  undercut  the  reputetion  the  U.S.  enjoys  in  the  region 
as  a  reliable  partner  and  reduce  the  confidence  the  parties  in  the  peace  process 
place  in  us  as  an  honest  broker. 
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MIDDLE  EAST  DEVELOPMENT  BANK 

Question.  What  advantages  do  you  see  for  the  creation  of  a  Middle  East  Develop- 
ment Bank? 

Answer.  We  believe  that  the  Middle  East  Development  Bank  (MEDB)  will  serve 
an  important  role  in  building  a  solid  economic  foundation  for  peace  in  the  Middle 
East.  The  Bank  is  the  result  of  a  historic  joint  proposal  by  Egypt,  Israel,  Jordan, 
and  the  PLO.  After  decades  of  encouraging  cooperation  among  regional  parties,  it 
was  a  proposal  deserving  the  backing  from  the  international  community. 

The  Bank  will  support  regional  projects,  private  sector  development  and  enhance 
economic  policy  dialogue.  Members  will  commit  themselves  to  support  the  peace 
process  and  to  promote  regional  economic  cooperation.  As  a  new  regional  institution, 
the  Bank  will  symbolize  the  move  from  conflict  to  a  new  era  of  economic  coopera- 
tion. 

MULTINATIONAL  PEACEKEEPING  FORCE 

Question.  Dimng  last  year's  hearing  I  asked  you  if  Israel  and/or  Syria  had  re- 
quested that  a  multinational  peacekeeping  force  be  stationed  in  the  Golan  Heights 
to  provide  for  security.  Your  answer  at  that  time  was,  "  *  *  *  the  parties  are  only 
in  the  preliminaiy  stages  of  discussing  security  arrangements.  The  parties  have  not 
discussed  what  the  character,  size,  or  mission  of  any  external  presence  might  be, 
or  the  role  a  multinational  peacekeeping  force  on  the  Golan  might  play  *  *  * ' 

How  has  the  situation  changed  over  the  last  year? 

Has  there  been  a  formal  request  by  either  Israel  or  Syria? 

Are  Syida  and  Israel  close  to  a  peace  accord? 

What  is  the  role  of  the  United  States  in  these  negotiations? 

Is  it  the  Administration's  position  that  U.S.  troops  must  be  a  part  of  any  peace 
accord? 

Answer.  Since  last  December,  there  have  been  three  rounds  of  talks  between  Is- 
rael and  Syria  conducted  under  U.S.  auspices  at  the  Wye  Conference  Center.  The 
last  round  ended  on  March  1  because  of  suicide  bombing  attacks  in  Israel.  Recent 
exchanges  we  have  had  with  the  two  parties  suggest  they  remain  serious  about  en- 
gaging on  the  issues. 

Security  is  clearly  a  critical  component  of  an  Israeli-S3Tian  peace  agreement.  Is- 
rael and  SjT^a  in  their  discussions  over  the  last  few  months  have  started  to  discuss 
the  subject  of  security  arrangements,  but  have  not  yet  addressed  what  the  char- 
acter, size  or  mission  of  any  possible  external  presence  might  be. 

As  the  President  has  stated  publicly,  the  United  States  is  prepared  to  support  an 
Israeli-Syrian  agreement,  and  is  prepared  to  consult  fully  with  Congress  regarding 
the  use  of  U.S.  personnel,  possibly  including  troops,  to  support  such  an  agreement. 
That  said,  we  recognize  that  there  can  be  no  substitute  for  meaningful  security  ar- 
rangements worked  out  between  the  parties  themselves. 

We  will  keep  Congress  informed  as  Syrian-Israeli  negotiations  proceed,  and  there 
will  be  ample  time  for  very  complete  consultations  with  Congress.  We  are  very  seri- 
ous about  fulfilling  our  responsibilities  to  consult  with  Congress  and  will  do  so  in 
a  timely  manner. 

HAMAS  BOMBINGS 

Question.  Is  the  administration  concerned  with  the  recent  HAMAS  bombings  and 
what  action  do  you  plan  to  take? 

Are  you  satisfied  with  Mr.  Arafat's  response  to  the  situation? 

Answer.  The  PLO  has  made  a  nvunber  of  commitments  to  its  peace  partners. 
Among  them  are  that  it  renounces  the  use  of  terrorism  and  other  acts  of  violence, 
that  it  will  call  on  Palestinians  to  refrain  from  violence,  and  that  it  assumes  respon- 
sibility over  all  PLO  elements  and  personnel  to  assure  their  compliance,  prevent  vio- 
lations and  discipline  violators. 

We  believe  that  while  they  could  do  more,  the  PLO  and  PA  are  abiding  by  their 
commitments.  Arafat  has  responded  to  the  recent  wave  of  suicide  bombings  with  an 
unprecedented  crackdown  against  HAMAS  and  Islamic  Jihad.  Since  February  25, 
Arafat  has:  Detained  hundreds  of  HAMAS  and  Islamic  Jihad  activists;  outlawed  the 
military  wings  of  HAMAS  and  Islamic  Jihad;  arrested  a  number  of  key  operatives 
of  the  Izz  ad-Din  al-Qassam  brigades,  including  the  deputy  commander,  and  as 
many  as  12  suspects  on  a  most-wanted  list  provided  by  Israel;  raided  refugee  camps, 
Gaza's  Islamic  University  and  a  teachers'  college  in  Ramallah;  seized  weapons  and 
explosives;  set  up  random  checkpoints  to  search  for  fugitives  and  weapons;  searched 
over  40  HAMAS  institutions,  including  schools,  social  clubs,  clinics  and  newspapers; 
seized  HAMAS  financial  records  and  targeted  money-changers  known  to  handle 
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funds  for  HAMAS;  sentenced  Abu  Wardeh,  the  recruiter  of  three  suicide  bombers, 
to  life  in  prison  with  hard  labor;  asserted  PA  control  over  mosques;  banned  HAMAS 
demonstrations  and  propaganda;  started  an  unprecedented  campaign  to  influence 
public  opinion,  with  numerous  condemnations  of  terrorism  by  Palestinian  Authority 
oflicials  and,  for  the  first  time,  rallies  for  the  peace  process  and  against  violence. 
We  continue  to  urge  the  PLO  and  the  PA  to  sustain  and  further  intensify  their 
fight  against  terrorism  and  violence. 

OSLO  II  AGREEMENT 

Question.  The  Oslo  H  agreement  requires  that  the  PLO  amend  its  Covenant  call- 
ing for  the  destruction  of  the  State  of  Israel. 

When  will  this  occur? 

What  actions  will  the  Administration  take  if  the  Covenant  is  not  changed? 

Answer.  The  September  28,  1995  Israeli-Palestinian  Interim  Agreement  specifi- 
cally commits  the  PLO,  within  two  months  of  the  date  of  the  inauguration  of  the 
elected  Palestinian  Council,  to  formally  approve  the  necessary  changes  in  the  Pal- 
estinian Covenant. 

Elections  for  the  Council  were  held  on  January  20.  Since  the  elections,  Arafat  and 
other  senior  PLO  officials  have  reaffirmed  their  intent  to  amend  the  covenant  ac- 
cording to  the  agreed  timetable.  The  Council  convened  for  the  first  time  March  7. 

We  ftilly  expect  the  PLO  to  follow  through  with  its  commitment  to  change  the  rel- 
evant language  in  its  charter  in  a  way  that  is  unmistakable  and  unambiguous.  We 
have  made  this  clear  to  the  highest  levels  of  the  PLO  and  will  follow  this  closely 
to  ensure  that  the  PLO  takes  the  necessary  actions.  There  are  many  ways  in  which 
the  PLO  could  amend  its  charter.  We  are  more  concerned  with  the  result  than  with 
the  form.  The  PNC  was  to  meet  April  22-26. 

The  President  on  March  31  renewed  the  suspension  of  The  Middle  East  Peace  Fa- 
cilitation Act  of  1995  only  until  June  15.  The  President  has  chosen  to  exercise  his 
authority  to  suspend  for  this  initial  period,  rather  than  for  the  full  six  months,  dur- 
ing which  time  we  will  continue  to  carefully  monitor  PLO  behavior,  particularly  in 
the  area  of  security  and  with  respect  to  its  obligation  to  amend  the  PNC  Covenant. 

Without  Presidential  certification  four  statutory  restrictions  would  apply:  (1)  a 
prohibition  on  the  opening  of  a  PLO  office  in  the  U.S.,  (2)  a  restriction  on  PLO  par- 
ticipation in  the  IMF  as  an  observer,  (3)  a  prohibition  on  U.S.  citizens  receiving 
funds  from  the  PLO,  and  (4)  proportionate  withholding  of  U.S.  funds  to  inter- 
national organizations  for  programs  that  benefit  the  PLO.  In  addition,  without  the 
Presidential  waiver,  legislation  would  prohibit  assistance  to  the  PLO  for  the  West 
Bank  and  Gaza  Strip  contained  in  Section  554  of  the  FY  96  Foreign  Operations  Ap- 
propriations Act. 

IRAN'S  MISSILE  PROGRAM 

Question.  It  is  well  known  that  Iran  is  trying  to  obtain  ballistic  missile  technology. 
What  is  the  Administration  doing  in  response  to  this  new  threat? 

Answer.  We  take  all  reports  of  transfers  to  Iran's  missile  program  very  seriously 
and  do  what  we  can  to  interdict  such  transfers.  Our  vigorous  unilateral  efforts  are 
complemented  by  ongoing  multilateral  diplomacy.  We  regularly  share  information 
about  activities  of  proliferation  concern  with  our  27  Missile  Technology  Control  Re- 
gime (MTCR)  Partners  and  urge  them  to  take  steps  to  help  prevent  or  impede  trans- 
fers to  Iran  as  appropriate.  In  general,  our  MTCR  Partners  have  been  extremely 
forthcoming  in  responding  to  our  concerns,  and  we  continue  to  press  them  on  these 
shared  goals. 

Let  me  highlight  some  of  our  achievements.  During  the  past  five  years,  our  MTCR 
Partners — especially  our  EU  Partners — have  implemented  much  stricter  export  con- 
trols (including  on  items  not  listed  on  the  MTCR  Annex)  and  improved  information 
sharing  on  activities  of  potential  proliferation  concern  involving  Iran.  In  addition, 
we  continue  to  encourage  supplier  states,  such  as  China  and  North  Korea,  to  re- 
strict their  missile-related  exports.  As  required  by  U.S.  law,  we  also  have  imposed 
missile  sanctions  on  foreign  entities  that  have  transferred  MTCR-controUed  items 
to  Iran.  In  1992,  for  example,  we  imposed  sanctions  against  North  Korean  entities 
for  transferring  SCUD  missiles  and  related  production  technology  to  Iran. 

Clearly  the  efforts  described  above  are  crucial  in  light  of  the  threat  highlighted 
by  your  question.  Iran  has  been  conducting  an  intensive  effort  to  acquire  complete 
ballistic  missile  systems  indigenously.  Foreign  assistance  has  been,  and  likely  will 
continue  to  be,  critical  to  this  process.  North  Korea  has  transferred  SCUD  missiles 
and  production  capability  to  Iran,  and  we  also  are  concerned  that  Chinese  entities 
also  may  be  providing  missile-related  technology. 
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Question.  It  is  my  understanding  that  Bosnia  peace  implementation  funding  has 
a  price  tag  of  $539  million.  Could  you  explain  for  the  record  what  accounts  this 
money  will  come  from? 

Answer.  The  Administration  plans  to  undertake  a  total  of  $565.2  million  in  fiscal 
year  1996  commitments  toward  civilian  implementation  of  the  Dayton  Peace  Ac- 
cords. The  funding  sources  for  these  commitments  are  as  follows: 

Account:  Thousands 

FY95  Carryover  $12,650 

FY96SEED  50,000 

FY96  Supplemental 198,000 

Int.  Organizations  &  Programs 1,000 

Peacekeeping  Operations  16,200 

USIA  Exchanges  1,300 

Non-Proliferation  Fund 3,500 

Anti-Terrorism  Assistance  163 

Refijgee  Assistance  72,000 

Disaster  Assistance/OTI 42,000 

P.L.  480  60,000 

Contributions  to  Int.  Organizations 5,498 

Assessed  Peacekeeping  102,900 

Total 565,211 

IFOR 

Question.  You  recently  commented  that  IFOR,  now  that  its  major  military  tasks 
have  been  completed,  will  be  offering  greater  assistance  in  the  implernenting  of  the 
non-miUtary  provisions  of  the  Dayton  peace  accords.  Could  you  explain  what  these 
duties  will  be? 

Answer.  Let  me  emphasize  first,  that  IFOR's  military  tasks  have  not  been  com- 
pleted. We  have  passed  several  major  milestones  in  military  implementation  and  we 
are  encouraged  by  the  willingness  of  the  parties  to  fiilfill  their  obligations  in  most 
areas.  However,  IFOR  will  have  a  continuing  role  in  monitoring  compliance  to  pro- 
vide a  secure  environment  so  that  the  parties  and  the  international  community  can 
move  forward  on  civilian  implementation.  Consistent  with  that  primary  mission, 
IFOR  has  indicated  that  more  resources  are  becoming  available  for  assistance  to  ci- 
vilian implementation  as  a  result  of  progress  on  the  military  tasks,  and  that  is  why 
we  are  seeing  some  shifl  in  emphasis. 

Most  IFOR  assistance  to  civilian  implementation  is  provided  on  a  case-by-case 
basis  and  coordinated  through  direct  contacts  and  requests  from  the  civilian  agen- 
cies to  IFOR.  In  addition,  NATO  and  IFOR  have  been  working  to  establish  more 
formal  arrangements  in  several  areas,  including  support  to  the  International  Crimi- 
nal Tribunal  for  the  Former  Yugoslavia  (ICTY),  assistance  to  Mr.  Carl  Bildt,  the 
High  Representative  for  Civilian  Implementation,  and  liaison  with  the  OSCE  Mis- 
sion to  Bosnia  and  Herzegovina  headed  by  U.S.  Ambassador  Robert  Frowick.  NATO 
has  already  agreed  to  assist  Mr.  Bildt  with  transportation  and  communications  and 
they  are  close  to  finalizing  arrangements  to  provide  some  support  in  other  areas  in- 
cluding elections,  media  and  information  distribution,  airspace  and  airports,  and 
some  reconstruction  projects. 

Question.  You  recently  commented  that  IFOR,  now  that  its  major  military  tasks 
have  been  completed,  will  be  offering  greater  assistance  in  the  implementing  of  the 
non-military  provisions  of  the  Dayton  peace  accords.  Will  these  expanded  duties 
delay  the  planned  departure  date  for  U.S.  troops? 

Answer.  IFOR  assistance  to  civilian  implementation  efforts  will  not  have  any  im- 
pact on  the  planned  U.S.  withdrawal  schedule.  NATO  limited  IFOR's  deplo3Tnent 
to  approximately  one  year,  and  we  expect  U.S.  troops  to  depart  according  to  that 
timeline. 

NATO  and  IFOR  recognize  there  is  a  balance  to  be  struck  between  supporting  ci- 
vilian organizations  and  ensuring  that  they  do  not  become  so  dependent  on  IFOR 
assistance  that  they  fail  to  develop  the  independent  capabilities  they  will  need  to 
continue  their  efforts  after  IFOR  departs.  IFOR  will  be  working  very  closely  with 
civilian  implementation  officials  to  strike  the  correct  balance. 

DAYTONA  PEACE  ACCORD 

Question.  Is  this  a  one-time  allocation? 
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Answer.  The  President's  FY  1997  Budget  includes  a  total  of  over  $450  million  for 
Dayton  Peace  Accord  civilian  implementation.  We  anticipate  that  fiirther  commit- 
ments will  need  to  be  undertaken  in  FY  1998.  In  each  of  the  next  two  years,  for 
example,  we  foresee  a  commitment  of  approximately  $200  million  for  economic  re- 
construction alone. 

BOSNIA 

Question.  What  percentage  is  the  U.S.  contribution  in  comparison  to  the  inter- 
national community? 

Answer.  The  World  Bank  estimates  that  a  total  of  $5.1  billion  will  be  needed  for 
economic  reconstruction  in  Bosnia  over  several  years.  Of  this,  the  Bank  itself  and 
other  International  Financial  Institutions  will  provide  approximately  $2. 1  billion.  Of 
the  remaining  $3  billion,  bilateral  donors  other  than  the  U.S.  will  provide  $2.4  bil- 
lion. The  President  has  committed  the  United  States  to  providing  $600  million — or 
a  little  more  than  ten  per  cent  of  the  reconstruction  total.  In  addition,  the  U.S., 
other  bilateral  donors,  and  various  international  organizations  are  providing  signifi- 
cant humanitarian  and  U.N.  peacekeeping  funding,  the  U.S.  share  of  which  charac- 
teristically does  not  exceed  one-quarter,  and  in  some  cases  is  significantly  less. 

CHINA 

Question.  It  has  been  my  understanding  dxiring  my  teniu*e  in  the  Congress  that 
the  official  position  of  the  United  States  Government  is  the  peaceful  reunification 
of  Taiwan  with  mainland  China.  Has  this  position  changed  in  the  wake  of  recent 
events? 

Answer.  Recent  events  do  not  alter  U.S.  interests  both  with  respect  to  the  Taiwan 
issue  and  in  oiu-  relations  with  the  PRC.  Our  fundamental  interest  on  the  Taiwan 
question  is  that  peace  and  stability  be  maintained  and  that  the  PRC  and  Taiwan 
work  out  their  differences  peacefully.  We  would  accept  any  resolution  of  these  dif- 
ferences which  is  achieved  through  peaceful  means  and  is  acceptable  to  both  sides. 

The  Taiwan  Relations  Act  (TRA)  forms  the  legal  basis  of  U.S.  policy  toward  Tai- 
wan. The  TRA  sets  out  U.S.  policy:  "to  preserve  and  promote  extensive,  close  and 
friendly  commercial,  cultural,  and  other  relations  between  the  people  of  the  United 
States  and  the  people  of  Taiwan;  to  make  clear  that  the  United  States  decision  to 
establish  diplomatic  relations  with  the  People's  Republic  of  China  rests  upon  the  ex- 
pectation that  the  future  of  Taiwan  will  be  determined  by  peaceful  means;  to  con- 
sider any  effort  to  determine  the  future  of  Taiwan  by  other  than  peaceftil  means 
...  of  grave  concern  to  the  United  States;"  and  "to  provide  Taiwan  with  arms  of 
a  defensive  character." 

Overall  U.S.  China  poUcy,  including  toward  the  Taiwan  question,  is  expressed  in 
the  three  joint  communiques  with  the  PRC  as  follows: 

The  United  States  recognizes  the  Government  of  the  PRC  as  "the  sole  legal  Gov- 
ernment of  China." 

The  U.S.  acknowledges  the  Chinese  position  that  "there  is  but  one  China  and  Tai- 
wan is  part  of  China.  In  1982,  the  U.S.  assured  the  PRC  that  it  has  no  intention 
of  pursuing  a  policy  of  "two  Chinas"  or  "one  China,  one  Taiwan." 

Within  this  context,  the  people  of  the  U.S.  will  maintain  cultural,  commercial  and 
other  unofficial  relations  with  the  people  of  Taiwan. 

The  U.S.  has  consistently  held  that  resolution  of  the  Taiwan  issue  is  a  matter  to 
be  worked  out  peacefully  by  the  Chinese  themselves. 

These  principles  of  our  policy  serve  U.S.  interests  today  just  as  well  as  they  have 
in  past  decades.  We  will  continue  to  maintain  strong  unofficial  relations  with  the 
people  of  Taiwan.  We  see  no  reason  to  change  this  policy. 

TAIWAN 

Question.  It  has  been  my  understanding  during  my  tenure  in  the  Congress  that 
the  official  position  of  the  United  States  Government  is  the  peaceful  reunification 
of  Taiwan  with  mainland  China.  How  does  the  Administration  justify  the  previously 
stated  position  with  the  sale  of  military  weapons  to  Taiwan? 

Answer.  U.S.  policy  on  arms  sales  to  Taiwan  are  based  on  the  Taiwan  Relations 
Act  (TRA)  and  the  1982  joint  communique  with  the  PRC.  Section  3  of  the  TRA  pro- 
vides that  the  "United  States  will  make  available  to  Taiwan  such  defense  articles 
and  defense  services  in  such  quantity  as  may  be  necessary  to  enable  Taiwan  to 
maintain  a  sufficient  self-defense  capability."  In  the  1982  communique,  the  PRC 
stated  that  its  "fundamental  policy"  is  "to  strive  for  a  peaceful  resolution  to  the  Tai- 
wan question."  Based  on  that  PRC  assurance,  the  United  States  Government  made 
reciprocal  statements  concerning  our  arms  sales  to  Taiwan — that  we  would  not  in- 
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crease  the  quantity  or  quality  of  arms  and,  in  fact,  intend  gradually  to  reduce  these 
sales.  At  the  time  the  Joint  Communique  was  issued,  we  made  it  clear  that  our  in- 
tentions were  premised  on  the  PRC's  continued  adherence  to  its  fundamental  policy 
of  striving  for  peaceful  reunification  with  Taiwan.  Our  judgment  is  that  the  PRC 
has  not  changed  its  position,  and  we  have  abided  by  our  policy  as  stated  in  the  com- 
munique. 

The  TRA  and  the  1982  communique  have  been  complementary  elements.  The 
TRA  has  provided  for  our  continued  support  for  Taiwan's  self-defense  capability, 
while  the  1982  communique  forms  the  basis  for  our  understanding  with  the  PRC 
that  any  resolution  of  the  differences  between  Taiwan  and  the  mainland  must  be 
achieved  peacefully.  U.S.  arms  sales  to  Taiwan  have  been  consistent  with  these  doc- 
uments. We  will  continue  to  provide  for  Taiwan's  legitimate  self-defense  needs.  Tai- 
wan's weapons  systems  are  not  offensive  in  character,  but  constitute  a  credible  de- 
terrent to  military  action.  Sale  of  arms  to  Taiwan  is  not  inconsistent  with  peaceful 
reunification  of  Taiwan  with  mainland  China. 

MFN 

Question.  What  is  the  Administration's  position  on  sanctions  and  the  possibility 
of  the  cancellation  of  China's  most-favored-nation  (MFN)  trading  status? 

Answer.  The  Administration  is  convinced  that  the  best  way  to  pursue  all  of  our 
many  interests  in  China  is  to  continue  to  extend  fiiU  and  unconditioned  MFN  treat- 
ment. The  cancellation  of  MFN  would  make  it  impossible  for  us  to  work  with  China 
constructively  both  on  those  issues  where  we  agree  and  are  now  able  to  cooperate 
closely  as  well  as  on  the  issues  where  differences  remain  to  be  resolved.  It  would 
also  cause  severe  economic  dislocations  in  the  U.S.,  as  well  as  in  China  and  Hong 
Kong. 

We  seek,  whenever  possible,  to  resolve  bilateral  differences  through  consultation 
and  negotiation.  However,  where  such  consultations  fail  to  resolve  our  differences 
and  China  continues  to  fall  short  of  its  commitments  to  us,  we  must  be  and  are  pre- 
pared to  take  action,  possibly  including  sanctions,  as  provided  for  in  our  trade  laws. 

CHINA 

Question.  Would  you  agree  that  the  situation  in  China  has  grown  increasingly  un- 
steady over  the  last  year? 

Answer.  No,  we  could  not  agree  with  that  assessment.  In  fact,  in  most  respects 
China  is  enjoying  stability  unprecedented  in  modem  times,  fuelled  principally  by 
vigorous  economic  growth.  China  has  a  mixed  economy  that  is  robust  and  expanding 
rapidly.  Economic  reforms  continue  to  raise  living  standards,  encourage  private  en- 
trepreneurial activity,  diminish  central  control  over  the  economy,  and  create  new 
economic  opportunities. 

Our  assessment  is  that  the  Chinese  leadership  values  stability  very  highly,  and 
keeps  close  watch  on  political,  economic  and  social  factors  which  could  destabilized 
sucn  a  geographically  immense  country  with  such  a  large  and  diverse  population. 
The  Government  clearly  attaches  higher  priority  to  maintaining  public  order  than 
to  enforcing  legal  norms  and  seems  to  have  made  certain  policy  choices  precisely  be- 
cause it  wishes  to  preserve  political  and  social  stability.  For  example,  privatization 
of  state-owned  enterprises  generally  has  not  proceeded  very  rapidly,  owing  partly 
to  Government  fears  of  unrest  among  workers  who  would  lose  jobs  and  the  social 
benefits  which  once  came  from  China's  "cradle  to  grave"  social  welfare  system,  simi- 
larly, the  Government  justifies  restrictions  on  freedom  of  speech,  the  press,  assem- 
bly, association,  religion,  privacy,  movement,  and  worker  rights  on  the  grounds  that 
stability  is  paramount. 

Thus,  we  do  not  believe  that  "unsteady"  is  the  appropriate  term  to  describe  cur- 
rent conditions  in  China.  Rather,  most  Chinese  today  seem  to  prize  the  stability 
which  has  accompanied  China's  impressive  economic  growth  since  1978. 

Question.  What  has  China  done  with  regard  to  human  rights  abuses? 

Answer.  During  1995,  the  Chinese  Government  continued  to  commit  widespread 
and  well-documented  human  rights  abuses,  in  violation  of  internationally-accepted 
norms,  stemming  both  from  the  authorities'  intolerance  of  dissent  and  the  inad- 
equacy of  legal  safeguards  for  basic  freedoms.  Abuses  included  arbitrary  and  lengthy 
incommunicado  detention,  forced  confessions,  torture,  and  mistreatment  of  pris- 
oners. By  year's  end,  almost  all  public  dissent  had  been  silenced  and  a  broader 
tightening  of  strictures  on  some  religious  believers  and  some  ethnic  groups  had 
taken  place.  Although  the  Government  has  demonstrated  a  greater  willingness  to 
acknowledge  that  certain  human  rights  abuses  occur  and  engage  in  dialogue  about 
human  rights,  it  has  not  responded  to  human  rights  concerns  voiced  by  the  inter- 
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national  community,  claiming  that  raising  such  concerns  constitutes  "interference  in 
Chinia's  internal  affairs." 

However,  in  1995,  the  Chinese  Government  took  some  steps  that  raised  the  possi- 
bility of  positive  developments  in  the  human  rights  situation  in  China  over  the  long 
term.  China's  legal  reform  effort  moved  forward  and  new  legislation  designed  to 
make  political  and  judicial  processes  more  transparent  was  passed.  In  February,  the 
National  Peoples'  Congress  (NPC)  passed  three  new  laws  designed  to  hold  judges, 
prosecutors,  and  policemen  to  higher  standards;  the  new  laws  came  into  effect  July 
1.  In  October,  the  Ministry  of  Justice  promulgated  implementing  regulations  for 

1994  legislation  that  allows  citizens  to  sue  Government  agencies  for  malfeasance 
and  to  collect  damages.  In  March,  amendments  to  the  Criminal  Procedure  Law  that 
will  allow  inter  alia  defendants  earlier  access  to  lawyers  were  passed.  The  Govern- 
ment has  also  drafted  a  lawyer's  law  that  would  clarify  the  nature  of  the  attorney- 
client  relationship,  improve  professional  standards,  separate  most  lawyers  from 
state  emplojmaent,  and  improve  the  ability  of  citizens  to  defend  their  legal  interests. 

Chinese  society  has  also  opened  up  as  its  economy  has  grown.  Greater  disposable 
income,  looser  ideological  controls,  and  freer  access  to  outside  sources  of  information 
have  led  in  recent  years  to  greater  room  for  individual  choice  in  non-political  arenas, 
more  diversity  in  cultural  life,  and  increased  media  reporting. 

Question.  Has  there  been  a  significant  change  in  policy  toward  dissidents? 

Answer.  Although  there  has  been  no  fundamental  change  in  Chinese  Government 
pohcy  toward  dissidents,  Government  intolerance  of  political  dissent  increased  in 
China  over  the  past  year.  The  Country  Reports  on  Human  Rights  Practices  for  1995, 
which  was  released  by  the  Department  oi  State  in  March,  stated  that  "Overall,  in 

1995  the  authorities  stepped  up  repression  of  dissent.  By  year's  end,  almost  all  pub- 
lic dissent  against  the  central  authorities  was  silenced  by  intimidation,  exile,  or  im- 
position of  prison  terms  or  administrative  detention." 

The  Chinese  Constitution  provides  for  fundamental  human  rights,  but  they  are 
frequently  ignored  in  practice,  and  challenges  to  the  Chinese  Communist  Party's  po- 
Utical  authority  are  oft«n  dealt  with  harsnly  and  arbitrarily.  Legal  safeguards  for 
those  detained  or  imprisoned,  including  political  dissidents,  are  often  ignored  or  in- 
consistently implemented.  For  example,  the  judicial  system  denies  criminal  defend- 
ants basic  legal  safeguards  such  as  due  process  or  adequate  defense,  as  dem- 
onstrated by  the  20-month  incommunicado  detention,  abrupt  formal  arrest,  and  sen- 
tencing to  14  years'  imprisonment  of  leading  dissident  Wei  Jingsheng  for  the  peace- 
ful expression  of  his  political  beliefs. 

HUMAN  RIGHTS  IN  TAIWAN 

Question.  Could  you  provide  a  report  on  the  human  rights  situation  in  Taiwan? 

Answer.  With  the  March  1996  direct  election  for  President  and  Vice  President, 
Taiwan  completed  its  transition  to  a  democratic,  multiparty  system.  This  process 
began  with  the  lifting  of  martial  law  in  1987  and  has  included  the  holding  of  gen- 
erally free  and  fair  popular  elections  for  the  National  Assembly  and  Legislative 
Yuan  in  1991,  1992,  and  1995. 

The  Taiwan  authorities  generally  respect  the  human  rights  of  citizens;  however, 
occasional  problems  remain  in  some  areas.  As  was  reported  in  the  1995  Country  Re- 
ports on  Human  Rights  Practices  for  1994,  principal  abuses  include  police  abuse  of 
detainees;  physical  abuse  of  military  personnel;  some  restrictions  on  freedom  of  the 
press,  assembly,  and  association;  discrimination  and  violence  against  women;  child 
prostitution  and  abuse;  restrictions  on  workers'  freedom  of  association;  and  limita- 
tions on  workers'  freedom  to  strike.  In  general,  however,  the  authorities  have  taken 
steps  to  address  these  abuses.  Overall,  Taiwan's  human  rights  situation  has  im- 
proved steadily  in  recent  years. 

Questions  for  the  Record  Submitted  by  Representative  Torres 

Question.  Mr.  Secretary,  you  recently  made  a  tour  of  Latin  America  where  I  be- 
lieve you  found  that  nations  and  governments  in  the  region  have  undergone  some 
profound  and  positive  transformations.  Yet  we  must  realize  that  some  of  these  gains 
are  still  in  a  fragile  state.  I  have  been  concerned  about  how  steeply  the  funds  have 
been  cut  for  aid  programs  in  Latin  America  over  the  last  couple  of  years.  The  aid 
budget  for  Latin  America  has  been  disproportionately  affected.  What  are  the  Admin- 
istration's goals  and  objectives  for  Latin  America  and  how  does  the  administration 
propose  to  ensure  adequate  funding  for  programs  that  concern  Latin  America,  in- 
cluding AID'S  Latin  America  programs  and  the  Inter-American  Foundation. 

Answer.  A  prosperous  and  democratic  Latin  America  is  vital  to  the  U.S.  national 
interest.  The  Administration's  goals  for  the  region  are  supported  by  programs  that 
promote  economic  growth  and  free  trade,  strengthen  democracy,  reduce  growth  of 
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the  region's  population  and  improve  health,  and  address  global  environmental  con- 
cerns. Our  programs  focus  on  free-trade  negotiations,  alternative  export  strategies, 
microenterprise  and  programs  to  incorporate  ex-combatants  in  Central  America  into 
the  formal  economy.  Democracy  programs  focus  on  U.S.  commitiments  to  the  peace 
accords  in  Central  America,  supporting  the  democratic  transition  in  Haiti,  and  im- 
proving human  rights  and  administration  of  justice,  promoting  open  and  account- 
able government,  and  supporting  free  and  fair  elections.  Population  programs  in  12 
countries  are  broad  bas^  efforts  to  reduce/slow  population  growth.  Child  survival 
programs  aim  at  ensuring  sustainable  and  quality  primary  health  coverage.  Envi- 
ronment programs  focus  on  interventions  to  protect  biodiversity  in  Brazil,  Mexico, 
Ecuador,  Bolivia  and  Peru.  Drug  production  and  trafficking  endanger  democracy, 
economic  development,  and  the  global  environment.  Our  narcotics  control  plan  in- 
cludes interdiction  efforts  as  well  as  greater  stress  on  multilateral  efiorts  to 
strengthen  democratic  institutions,  making  them  more  effective  in  fighting  inter- 
national trafficking  organizations. 

Because  of  reduced  funding  levels  the  USG  bilateral  assistance  for  Latin  America 
has  declined  from  $745  million  in  FY  1994,  to  approximately  $530  million  in  FY 
1996  (a  decline  of  30  percent).  As  a  consequence,  our  programs  in  the  region,  par- 
ticularly in  democracy,  economic  growth,  countemarcotic  control  and  the  environ- 
ment are  being  severely  limited.  Funding  levels  for  the  Inter-American  Foundation 
(lAF)  have  resulted  in  staff  reductions  and  program  termination.  The  lAF  cannot 
continue  to  operate  below  the  FY  1997  request  level  of  $20.0  million.  The  only  way 
the  Administration  can  ensure  that  the  goals  and  objectives  for  the  region  are  met 
is  for  increased  levels  of  foreign  assistance  to  target  those  areas  I  described  earlier. 

UNICEF 

Question.  Why  are  you  proposing  a  cut  in  U.S.  support  to  UNICEF,  and  what  will 
be  the  impact  of  such  a  cut— ^10  million — ^upon  UNICEF's  programs? 

Answer.  We  no  longer  have  the  resources  in  the  account  for  International  Organi- 
zations and  Programs  (lO&P)  to  contribute  all  that  we  would  like,  or  that  in  pre- 
vious years  we  were  able  to  provide.  Thus  our  request  embodies  a  difficult  balancing 
of  priorities  among  a  number  of  organizations  to  which  we  have  historically  been 
leading  contributors  and  to  whose  work  we  continue  to  attach  great  importance.  The 
fact  that  the  largest  item  in  the  account  is  the  $90  million  allocation  for  UNICEF 
reflects  the  Administration's  strong  commitment  to  UNICEF's  work  as  the  premier 
international  organization  for  addressing  the  pUght  of  wdnerable  children.  While 
the  FY-97  request  for  the  lO&P  account  as  a  whole  was  reduced  24%  over  the  FY- 
96  request,  the  FY-97  reauest  for  UNICEF  was  only  10%  lower  than  last  year. 

Lessened  income  would  require  reduced  activities  in  areas  of  low  priority. 
UNICEF  will  be  in  a  better  position  to  specify  where  reductions  might  take  place 
after  it  has  a  clearer  sense  of  1996  income  from  all  sources.  In  1995  UNICEF  re- 
ceived a  total  of  $1,019  billion,  $545  million  for  general  resources  (such  as  our  con- 
tribution from  the  lO&P  account)  and  $474  million  for  supplemental  funds. 

BOSNIA 

Question.  Mr.  Secretaiy,  I  was  in  Bosnia  very  recently,  as  a  member  of  this  Sub- 
committee's CODEL,  looking  at  progress  since  the  Dajnton  agreements  in  conjunc- 
tion with  the  President's  supplemental  funding  request.  I  was  impressed  by  our 
military  professionals  and  their  commitment  to  succeeding  in  our  mission.  I  have 
no  doubt  that  the  military  phase  of  this  mission  will  succeed. 

As  you  no  doubt,  deeply  appreciate,  the  overall  success  of  our  current  commitment 
in  Bosnia  will  depend  both  on  military  threat  reductions  and  upon  the  strength  and 
effectiveness  of  the  civil  institution  re-building  process. 

It  has  come  to  my  attention  that  the  efforts  of  the  many  governmental  and  non- 
governmental agencies  who  are  attempting  to  work  with  Bosnian  communities  of  all 
ethnic  stripes  to  restore  the  civil  society  will  require  protection  and  assistance  from 
the  military  components  of  our  mission  in  order  to  be  effective. 

My  conversations  with  IFOR  commanders  indicate  that  these  mutual  support  ef- 
forts and  commitments  are  not  currently  in  place. 

What  steps  are  being  taken  to  integrate  the  military  resources  of  our  mission  in 
Bosnia  with  the  efforts  of  those  seeking  to  bring  stability  and  tolerance  to  the  civil 
sector? 

Answer.  IFOR's  primary  tasks  center  on  monitoring  and  enforcing  the  military  as- 
pects of  the  peace  agreement:  cessation  of  hostilities,  the  withdrawal  and  separation 
of  the  opposing  military  forces  within  agreed  time  periods,  supervising  the  establish- 
ment and  marking  of  boundaries  and  the  zone  of  separation  between  the  parties. 
Success  at  these  primary  tasks  is  an  essential  prerequisite  for  the  accomplishment 
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of  any  of  IFOR's  key  supporting  tasks,  such  as  helping  create  secure  conditions  for 
the  conduct  by  others  of  the  civihan  implementation  efforts  and  otherwise  facilitat- 
ing the  rebuilding  of  Bosnia  and  Herzegovina  by  the  international  community. 
IFOR's  assistance  in  such  areas  of  civilian  implementation  is  neither  "mission 
creep"  nor  unexpected:  From  the  very  beginning,  the  need  for  such  flexibility  was 
envisioned  and  taken  into  account  in  developing  both  IFOR's  mission  and  force 
structure. 

Now  that  IFOR  has  fully  deployed  and  obtained  a  high  degree  of  compUance  from 
the  parties  with  regards  to  most  military  aspects  of  the  peace  agreement,  the  transi- 
tion to  a  durable  peace  may  begin  in  earnest.  IFOR  coordinates  continuously  with 
High  Representative  Carl  Bildt,  responsible  for  coordinating  the  civilian  implemen- 
tation efforts  of  many  governments  and  NGOs.  IFOR  has  established  Joint  Military 
Commissions  at  various  levels,  which  include  representatives  from  the  High  Rep- 
resentative and  others  involved  in  civilian  implementation.  IFOR  also  sits  on  the 
High  Representative's  Joint  Civihan  Commission.  Additional  liaison  arrangements 
have  also  been  established  by  IFOR  with  various  local  authorities  and  international 
organizations.  An  IFOR  liaison  team,  for  example,  has  been  assigned  to  the  OSCE 
Mission  to  Bosnia  and  Herzegovina,  which,  headed  by  U.S.  Ambassador  Robert 
Frowick,  is  to  supervise  elections,  build  democratic  institutions,  monitor  human 
rights,  encourage  local  confidence  building  measures  and  develop  a  regional  arms 
control  framework  to  prevent  future  conflicts. 

Clearly,  the  abihty  of  IFOR  and  those  tasked  with  civihan  implementation  to  suc- 
ceed at  fulfilling  their  respective  mandates  is  Unked.  We  expect  the  level  of  inter- 
action between  those  tasked  with  implementing  various  civihan  and  military  aspects 
of  the  peace  agreement  will  continue  to  increase. 

COLOMBIA 

Question.  I  want  to  acknowledge  my  support  of  the  Administration's  practice  of 
the  past  two  years  of  not  sending  any  assistance  to  the  Colombian  Army. 

What  are  your  intentions  regarding  a  continuation  of  this  practice? 

Answer.  It  has  been  our  well-estabUshed  policy  to  provide  no  direct  military  aid 
to  Colombia,  other  than  a  small  IMET  program,  that  is  not  primarily  for 
countemarcotics.  That  policy  will  continue,  "rhe  March  1  countemarcotics  decerti- 
flcation  of  Colombia  requires  the  cut-off  of  most  forms  of  foreign  assistance,  except 
certain  categories  of  countemarcotics  and  humanitarian  assistance.  The  IMET  pro- 
gram has  been  cut  off  by  the  decertification. 

Question.  Can  you  tell  me  where  we  stand  with  regard  to  the  appointment  of  a 
Special  Rapporteur  for  Human  Rights  in  Colombia  to  help  combat  escalating  human 
rights  abuses? 

Answer.  I  share  your  assessment  of  the  poor  state  of  human  rights  in  Colombia. 
As  we  have  noted  in  our  latest  Human  Rights  Report,  human  righte  abuses,  violence 
and  civil  unrest  in  Colombia  have  not  substantively  abated  in  the  last  five  years. 

Although  we  are  sympathetic  to  your  interest  in  having  a  Special  Rapporteur  for 
Colombia  appointed  by  the  current  session  of  the  U.N.  Human  Rights  Commission, 
there  appears  to  be  greater  support  in  Geneva  for  an  alternative  proposal  put  for- 
ward by  the  Colombian  delegation,  with  the  apparent  concurrence  of  the  NGO  com- 
munity, for  establishing,  in  Bogota,  a  Human  Rights  Advisory  Services  Office  with 
a  mandate  to  cover  the  military  penal  justice  system,  the  public  order  court  system, 
and  the  strengthening  of  the  civilian  justice  system. 

Over  the  course  of  the  coming  year  the  Commission  members  will  have  an  oppor- 
tunity to  evaluate  progress  in  Colombia  toward  improving  its  human  rights  situa- 
tion and  whether  to  revisit  the  issue  of  a  Special  Rapporteur  at  its  next  session. 


Thursday,  March  28,  1996. 

PRESroENTS  FISCAL  YEAR  1997  BUDGET  REQUEST  FOR 
EXPORT  FINANCING 

witnesses 

ruth  r.  harkin,  presment  and  chief  executive  officer, 
overseas  private  investment  corporation 

martin  a.  kamarck,  acting  president  and  chairman,  export- 
import  bank 

j.  joseph  grandmaison,  director,  u.s.  trade  and  develop- 
ment agency 

Chairman's  Opening  Statement 

Mr.  Callahan.  Well,  we'll  go  ahead  and  get  started  since  you  all 
are  on  time. 

Grood  morning,  Ms.  Harkin,  Mr.  Grandmaison,  Mr.  Kamarck. 
Thank  you  for  coming  this  morning  to  update  the  subcommittee  on 
your  progress  in  the  operations  of  the  export  financing  and  related 
programs.  As  you  know,  our  ranking  member,  Mr.  Wilson  and  I  are 
great  advocates  of  your  types  of  programs. 

This  morning  our  hearings  will  have  to  compete  with  the  con- 
ference that  we're  going  through  on  the  CR,  and  I  think  we're  going 
to  resume  that  conference  about  11  o'clock.  So  I  know  that's  prob- 
ably good  news  to  you  all.  I  know,  when  you  end  that  with  the  Sec- 
retary, he  loves  it  because  his  opening  statement  can  last  up  to  an 
hour,  hour  and  a  half,  and  when  we  have  those  kind  of  constraints, 
he  just  keeps  on  talking  until  we  have  to  adjourn,  but  I  know  you 
all  wouldn't  do  that.  [Laughter.] 

If  we're  not  finished,  then  we'll  just  have  to  turn  it  over  to  one 
of  our  members  here,  so  we  can  go  over  to  the  conference  and  re- 
solve those  problems. 

Last  year  our  committee  took  a  very  close  look  at  all  three  of 
your  agencies,  and  we  sent  to  you  some  suggestions.  We  asked 
OPIC,  for  example,  to  look  into  the  issues  of  possible  privatization. 
I  appreciate  very  much  the  in-depth  study  that  you  sent  to  us. 
We've  not  had  time  to  totally  analyze  it  at  this  point,  but,  never- 
theless, I  appreciate  the  fact  that  you  did  respond  to  our  request 
to  look  into  privatization.  We  asked  TDA  the  same  thing,  to  look 
into  the  issue  of  cost-sharing  with  the  private  sector  beneficiaries, 
and  you,  too,  have  been  cooperative  in  that  respect.  And  we're  ap- 
preciative of  that. 

I'm  pleased  not  that  we've  accomplished  anything,  but  certainly 
we've  made  some  steps  in  the  right  direction  to  silence  of  the  critics 
of  your  organizations.  So  I  think  that  those  were  very  positive  steps 
from  you,  from  a  congressional  point  of  view,  because  a  lot  of  Mem- 
bers of  Congress  do  not  understand  your  agencies;  they  don't  real- 
ize what  we're  competing  with  worldwide,  and,  as  a  result,  those 
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suggestions  that  we  gave  to  you  came  from  Congress.  So  Fm 
pleased  that  you  did  respond,  and  I  hope  that  we  can  make  some 
continued  progress  in  that  respect. 

As  I  told  the  Secretary  of  State  yesterday,  this  budget  is  more 
reasonable  than  last  year's.  You  know,  the  President  came  last 
year  and  requested  a  pretty  healthy  increase.  He's  made  a  more 
reasonable  request  this  year  with  respect  to  the  real  numbers  that 
we're  going  to  have.  We  don't  know  what  the  numbers  are  going 
to  be  because  we've  not  received  our  allocation  yet,  but  still,  in  all, 
we're  going  to  have  to  cut  the  President's  request  by  more  than  a 
billion  dollars.  So  we're  not  in  a  position  where  we  could  just 
levelize  at  last  year's  funding.  We  still  have  to  look  at  things  very 
closely  to  find  a  way  to  reduce  even  further  last  year's  total  appro- 
priation, but  I  expect  to  work  with  Mr.  Wilson  and  Mr.  Torres  and 
others  to  minimize  the  impact  of  the  reductions  on  your  important 
and  your  innovative  programs. 

So,  in  the  interest  of  our  time,  I'm  going  to  ask  you  all  to  submit 
your  full  statements,  and  we'll  print  them  into  the  record.  And  at 
this  time  I'd  like  to  recognize  my  colleague,  Mr.  Torres,  for  any 
comments  he  might  have. 

Mr.  Torres.  Mr.  Chairman,  I'm  sorry  I'm  late;  there's  a  lot  of 
traffic  out  there. 

I  think  I  caught  the  tail-end  of  your  comments,  and  I  would  fore- 
go any  statement  or  question  and  yield  my  time  back,  so  we  could 
get  started. 

Mr.  Callahan.  Very  good.  Ms.  Harkin? 

Ms.  Harkin's  Opening  Statement 

Ms.  Harkin.  Thank  you,  Mr.  Chairman,  and  thanks  for  allowing 
my  statement  to  be  included  as  part  of  the  record. 

I  did  want  to,  first  of  all,  commend  and  congratulate  you  on  get- 
ting the  Fiscal  Year  1996  Foreign  Operations  Appropriations  bill 
passed.  It's  been  a  great  relief  to  all  of  us,  and  I  know  other  bills 
remain  under  discussion  even  as  we  speak.  Having  a  1996  bill  in 
place  is  extraordinarily  helpful  for  to  carry  on  our  programs. 

As  you  know,  Mr.  Chairman,  President  Clinton  and  Secretary  of 
State  Christopher  have  made  trade  and  investment  promotion  a 
major  priority  in  foreign  policy  initiatives.  So  from  Haiti  to  South 
Africa,  from  the  West  Bank  to  the  New  Independent  States,  we  as 
an  agency  work  closely  within  the  Administration  to  help  make  a 
difference  abroad  and  at  home. 

It  is  our  feeling  that  our  programs  work  for  America.  OPIC  was 
established  25  years  ago,  and  our  support  to  American  companies 
doing  business  in  every  corner  of  the  world  has  had  a  direct  impact 
at  home,  here  in  the  United  States.  Our  support  of  $84  billion  of 
investments  in  140  countries  has  helped  to  generate  $43  billion  in 
U.S.  exports  and  create  about  200,000  American  jobs. 

In  fact,  last  year  was  the  most  productive  year  in  our  25-year 
history.  We  supported  $8.6  billion  in  new  insurance  commitments 
and  nearly  $2  billion  in  financing.  That  is  a  significant  increase 
from  1993  when  we  supported  $415  million  worth  of  financing  and 
just  under  $3  billion  of  political  risk  insurance.  I  think  this  in- 
crease expresses  the  appetite  that  the  American  investor  has  for 


77 

these   investments   overseas   and   the   opportunities   available   to 
them. 

Just  last  year,  the  105  prmects  we  supported  will  generate  over 
12,000  U.S.  jobs  and  nearly  $4  billion  in  U.S.  exports  in  new  mar- 
kets. We  have  a  mandate,  as  you  know,  to  operate  on  a  self-sus- 
taining basis.  We  take  that  charge  very  seriously.  It's  the  primary 
focus  of  how  we  do  our  business.  And  in  line  with  this  objective, 
we  are  highly  selective,  about  the  projects  that  we  support. 

I  would  like  to  give  you  a  couple  of  brief  examples  of  some  of 
OPIC's  1995  projects.  There  are  many  opportunities  for  American 
investors  in  the  infrastructure  sectors  in  some  countries  where  the 
United  States  has  a  foreign  policy  interest.  Those  tend  to  also  be 
larger  projects  with  a  lot  of  subcontracting  opportunities  for  small- 
er American  companies.  This  is  an  area  where  the  American  inves- 
tor is  particularly  competitive  with  our  foreign  competitors  because 
of  our  high-tech  background  and  our  ability  to  execute  these 
projects  quickly. 

The  largest  project  we  supported  is  in  the  power  sector.  We  sup- 
ported a  project  in  Indonesia  with  $200  million  in  political  risk  in- 
surance and  $200  million  in  financing.  Almost  $1  billion  in  Amer- 
ican-made goods  and  services  will  flow  to  the  project,  and  America 
will  see  the  creation  of  3,000  jobs.  The  U.S.  sponsor  is  California- 
based  Mission  Energy.  They'll  build  the  first  large-scale,  privately- 
owned  and  -operated  power  plant  in  Indonesia,  a  market  of  200 
million  people.  In  addition  to  providing  necessary  power  to  the  local 
people,  this  project  will  give  a  major  boost  to  U.S.  exports.  It's  an 
example  of  some  of  the  many  investment  opportunities  available  in 
other  countries. 

Defense  conversion  is  also  a  large  area  for  investment,  particu- 
larly in  the  countries  of  the  former  Soviet  Union,  and  I  think  it's 
interesting  for  us  to  note  that  we  actually  supported  more  projects 
in  this  sector  than  we  did,  for  instance,  in  the  oil,  gas,  and  mining 
sectors  in  1995.  Of  course,  keep  in  mind,  Mr.  Chairman,  that  al- 
most everything  in  the  former  Soviet  Union  has  a  defense  label  on 
it.  This  is  because  so  much  of  their  production  is  in  the  defense 
area.  But,  we've  gone  into  some  of  the  plants  that  are  no  longer 
being  used  to  create  weapons  systems.  One  of  them  is,  as  a  matter 
of  fact,  manufacturing  eyeglasses.  In  another  one,  we're  making 
commercial  air  conditioners  for  jets.  It  was  formerly  a  factory  that 
produced  parts  for  MIGs. 

We're  also  supporting  a  company  here  in  Bethesda,  Maryland. 
This  business  venture  utilizes  some  of  the  declassified  images 
taken  by  the  former  Soviet  Union  military,  now  utilizing  those  for 
more  of  a  peaceful  application,  in  the  sense  they're  looking  at  the 
national  resources  and  also  doing  environmental  monitoring  with 
those  images.  For  instance,  that  particular  company  we're  provid- 
ing $600,000  in  political  risk  insurance. 

Another  defense  conversion  project  is  support  for  a  Minneapolis 
company  where  they  are  actually  taking  stockpiles  of  weapons  and 
melting  the  metal  down  for  exports  outside  of  the  country.  The 
most  successful  project  in  this  area  is  in  Ukraine,  where  we're  also 
providing  $15.5  million  worth  of  financing.  We  have  sold  them  po- 
litical risk  insurance  to  carry  on  that  kind  of  a  project.  It's  rather 
extraordinary  when  you  think  that  they  are  handing  over  their 
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stockpile  and  melting  it  down  and  selling  it.  It's  a  win/win  situa- 
tion, as  both  the  Ukranian  government  and  the  U.S.  corporation 
are  both  realizing  a  profit. 

On  our  budget  request,  we're  pleased  to  note  that  OPIC's  request 
is  again  funded  completely  from  OPIC's  own  income  and  revenues, 
no  direct  appropriations  are  required.  Program  users  completely 
pay  for  the  cost  of  the  program.  It's  certainly  not  a  corporate  wel- 
fare program  in  any  sense  of  the  word. 

For  Fiscal  Year  1997,  we  anticipate  cash  flows  of  $243  million 
from  our  insurance  and  finance  activities  and  other  investments, 
this  is  what  you  call  offsetting  collections,  in  budget  jargon.  From 
this  amount,  we  request  authority  to  spend  $72  million  of  these  re- 
sources for  subsidy  to  support  our  worldwide  credit  program. 

Funding  the  cost  of  OPIC's  finance  program  from  OPIC  revenues 
is  consistent  with  OPIC's  statutory  mandate  to  operate  on  a  self- 
sustaining  basis.  In  a  recent  OPIC  privatization  study  that  you 
mentioned,  Mr.  Chairman,  J.P.  Morgan  concluded  that  OPIC's  cap- 
ital base  and  ongoing  profitability  would  historically  have  enabled 
it  to  operate  without  incremental  funds  from  the  Treasury.  Proof 
of  this  is  OPIC's  track  record  of  refunding  appropriations  to  the 
Treasury. 

For  FY  1997  we  have  asked  for  an  increase  in  our  administration 
expenses.  I  just  want  to  emphasize  the  importance  of  this  part  of 
our  request.  As  indicated  by  the  increase  in  the  amount  of  the  busi- 
ness that  we  do,  we  have  taken  on  much  larger  program  authority, 
which  has  also  generated  additional  program  income.  So  it's  essen- 
tial that  a  small  part  of  that  income  be  used  to  meet  our  adminis- 
trative requirements  including  the  salaries  of  our  employees,  the 
space  of  our  employees,  and  the  equipment  that  they  need. 

In  addition  our  staff  is  involved  in  due  diligence,  complex  docu- 
mentation and  time-intensive  negotiations.  They're  routinely  part 
of  our  infrastructure  projects,  in  particular. 

Staffing  requirements  in  the  second  and  third  year  of  program 
implementation,  of  course,  increase  as  we  monitor  project  disburse- 
ments in  progress  after  the  loan  is  originated.  This  increase  is  nec- 
essary to  maintain  adequate,  prudent  administration  of  the  ex- 
panded portfolio  and  to  minimize  long-term  risk  to  the  Grovern- 
ment.  If,  in  fact,  a  project  looks  very  good  at  the  onset  from  a  fi- 
nancial point  of  view,  and  then  it  goes  awry,  OPIC  must  be  there 
as  early  as  possible  to  get  it  back  on  track,  to  minimize  any  loss 
not  only  to  us,  but  certainly  to  the  American  taxpayer. 

So  that  is  a  very  significant  part  of  what  we  are  asking  for  here 
today.  And  last  year,  let  me  point  out,  we  did  have  a  record  net 
income  of  $189  million.  We  expect  it  to  increase  again  this  year. 

In  large  part  because  of  OPIC's  successful  track  record  over  the 
years,  people,  including  some  members  of  Congress,  have  asked  if 
OPIC  could  be  privatized.  We  hope  that  we  have  adequately  made 
the  results  of  the  privatization  study  that  J.P.  Morgan  submitted 
to  us  early  this  year  available  to  your  staff,  Mr.  Chairman,  as  well 
as  any  other  Members  that  are  interested, 

I  think  basically  the  findings  of  the  report  should  prove  very  use- 
ful in  resolving  the  privatization  question.  We've  done  many,  many 
reports  in  this  issue,  including  one  during  the  Reagan  administra- 
tion. The  summation  of  J.P.  Morgan  report  is  that,  even  with  ongo- 
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ing  Government  support,  OPIC's  privatization  would  cost  the  U.S. 
Treasury  between  $500  million  and  $700  million  and  eliminate 
most  programs  provided  by  OPIC.  I  think  the  report  speaks  for  it- 
self. We  really  didn't  have  much  to  do  with  it,  except  in  terms  of 
providing  the  statistics  that  J.P.  Morgan  requested. 

In  conclusion,  we  feel  very  optimistic  about  the  agency,  Mr. 
Chairman.  We  wish  to  tell  you  and  your  colleagues  that  it  is,  as 
always,  a  pleasure  to  work  with  the  American  investor  as  new  op- 
portunities become  available  overseas.  Last  year,  in  virtually  every 
country  that  I  had  the  opportunity  to  visit,  I'm  sure  my  colleagues 
from  Ex-Im  and  TDA  have  seen  as  well,  the  American  investor  is 
always  favored  over  other  investors.  It's  a  privilege  to  be  helpful  to 
them. 

Thank  you  very  much. 

[The  statement  of  Ms.  Harkin  follows:] 
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STATEMENT  OF  RUTH  R.  HARKIN 

PRESIDENT  AND  CHIEF  EXECUTIVE  OFFICER 

OVERSEAS  PRIVATE  INVESTMENT  CORPORATION 

Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  happy  to  be  here  this  morning.  As  you  begin  your  review  of  the  FY  1997  budget,  it 
is  appropriate  that  you  start  with  a  focus  on  programs  that  combine  our  foreign  policy  goals  with 
our  private  sector  capabilities.  Today  we  know  that  private  investment  and  trade  is  American 
foreign  and  domestic  economic  policy. 

In  1996,  the  Overseas  Private  Investment  Corporation  marks  its  25th  anniversary  year  of 
supporting  American  businesses  investing  in  the  world's  developing  nations  and  emerging 
economies.  This  is  also  an  important  year  for  OPIC  because  our  current  authorization  expires 
September  30,  1996.  1  am  pleased  the  House  has  already  initiated  hearings  on  this  matter  of 
great  interest  to  our  clients. 

The  world  has  seen  sweeping  economic  and  social  changes  since  OPIC  opened  for 
business  in  1971 .  From  the  break-up  of  the  former  Soviet  Union  and  the  fedl  of  the  Berlin  Wall 
to  the  promise  of  a  solid  and  enduring  peace  in  the  Middle  East  ~  our  world  and  the 
opportunities  it  presents  for  America  and  our  forward-thinking  companies  ~  is  a  much  more 
dynamic  and  promising  investment  landscape  than  we  ever  imagined.  With  global  infrastructtire 
privatization  trends  and  the  growth  of  free  and  open  markets,  American  businesses  have 
expanded  their  horizons  to  include  global  investment  as  an  integral  part  of  their  strategic  business 
plans. 

OPIC  FY  1997  BUDGET  REQUEST  IS  ENTIRELY  SELF-FUNDED 

As  you  know,  OPIC  has  a  mandate  to  operate  as  a  self-sustaining  U.S.  Government 
Corporation.  This  is  a  primary  focus  of  the  way  we  do  business.  In  line  with  this  objective,  we 
are  highly  selective  about  which  projects  we  support.  Operation  of  our  investment  finance  and 
political  risk  insurance  programs  are  guided  by  several  core  values:  credit  or  imderwriting 
quality;  job  creation  and  exports;  innovation;  and,  of  course,  prudent  portfolio  management. 

Our  budget  request  for  FY  1997  reflects  strong  demand  for  OPIC  services  in  many 
regions  of  the  world.  For  FY  1997  OPIC  anticipates  cash  inflows  of  $243  million  from  its 
insurance  and  finance  activities  and  other  investments—  that  is  "offsetting  collections"  in  budget 
jargon.  From  this  amount,  OPIC  requests  authority  to  spend  $72  million  of  these  resources  for 
subsidy  to  support  its  worldwide  credit  program.  This  will  support  nearly  $2.4  billion  in  direct 
and  guaranteed  loans.  Similarly,  $32  million  from  OPIC's  resources  is  requested  for 
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administrative  expenses.  At  this  level  of  operation,  OPIC  will  still  produce  a  $127  million 
positive  contribution  to  deficit  reduction,  or  "net  negative  budget  authority"  in  budget  language. 

The  FY  1997  budget  requests  a  limitation  on  amounts  to  be  transferred  from  OPIC's 
revolving  fund  instead  of  a  direct  appropriation  request.  OPIC  will  source  its  credit  subsidy  and 
administrative  expenses  from  its  resources  -  consistent  with  OPIC's  statutory  authority  to 
operate  as  a  self-sustaining  government  corporation. 

Funding  the  costs  of  OPIC's  Finance  Program  from  OPIC's  revenues  is  consistent  with 
OPIC's  statutory  mandate  to  operate  on  a  self-sustaining  basis.  Recently,  JP  Morgan  concluded 
in  the  OPIC  Privatization  Study  that,  "OPIC's  capital  base  and  ongoing  profitability  would 
historically  have  enabled  it  to  operate  without  incremental  funds  from  the  Treasury.  Proof  of  this 
is  OPIC's  track  record  of  refunding  appropriations  to  the  Treasury."  Although  the  final  FY  1996 
Appropriations  Act  reverted  to  direct  appropriations  for  OPIC's  credit  program,  OPIC's  FY  1997 
appropriations  request  is  again  for  amounts  to  be  funded  out  of  OPIC's  own  collections. 


HOW  OPIC  PROGRAMS  WORK  FOR  AMERICA 

OPIC's  twenty-five  years  of  providing  investment  support  to  American  companies  doing 
business  in  every  comer  of  the  world  has  had  a  direct  impact  at  home  in  America,  in  every  state 
across  the  map.  Our  support  of  $84  billion  of  investments  in  140  countries  has  helped  to 
generate  $43  billion  in  U.S.  exports  and  create  about  200,000  American  jobs. 


Cumulative  Net  U.S.  Exports  Generated  by  OPIC  Programs 
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In  addition,  OPIC  screens  every  project  and  subproject  to  ensure  that  our  clients  are 
safeguarding  U.S.  jobs  while  protecting  the  host  country's  environment  and  respecting  worker 
rights.  This  is  an  ongoing,  important  endeavor  for  the  agency. 

While  the  demand  for  OPIC  programs  has  expanded,  our  commitment  to  OPIC's  original 
mission  and  purpose  has  remained  constant.  OPIC  encourages  private  sector  foreign  investment, 
thereby  furthering  U.S.  domestic  interests,  while  also  assisting  in  the  economic  development  of 
emerging  nations  in  order  to  advance  foreign  policy  goals.  And  OPIC  is  still  small,  efficient  and 
self-sustaining,  reporting  positive  net  income  every  year  since  its  inception  in  1971. 

OPIC's  programs  ~  offering  financial  support  and  political  risk  insurance  ~  also  have 
remained  consistent  through  the  years. 

Helping  American  Companies  Grow  with  Project  Financing 

OPIC  finances  U.S.  business  expansion  overseas  by  providing  long-term,  limited 
recourse  project  financing  to  ventures  involving  significant  equity  participation  by  U.S. 
businesses.  The  financing  is  available  for  new  ventures,  as  well  as  expansion  or  modernization 
of  existing,  successful  operations. 

Loan  Guaranties  are  typically  used  for  larger  projects  and  range  in  size  from  $10  million 
to  $200  million.  Direct  Loans  are  reserved  for  projects  involving  small  businesses  and 
cooperatives  and  generally  range  from  $2  million  to  $30  million. 

OPIC  can  provide  project  fmancing  in  coimtries  where  conventional  financial  institutions 
often  are  reluctant  or  unable  to  lend  on  such  a  basis.  Rather  than  relying  on  sovereign  or  sponsor 
guaranties,  OPIC  looks  for  repayment  from  the  revenues  generated  by  the  project  itself.  OPIC 
requires  that  there  be  a  projected  cash  flow  sufficient  to  pay  all  operational  costs,  service  all  debt, 
and  provide  an  adequate  return  on  the  investment.  Sponsors  pledge  their  own  general  credit  for 
loan  repayment  through  project  completion.  In  ventures  where  project  financing  is  impractical, 
OPIC  will  consider  more  conventional  lending  techniques. 

Protecting  U.S.  Investments  with  Political  Risk  Insurance 

OPIC  protects  U.S.  investors  against  political  risks  overseas  by  offering  insurance  for 
American  investments  in  new  ventures  and  expansions  of  existing  enterprises.  OPIC  insures 
against  the  following  political  risks: 

Currency  Inconvertibility  —  deterioration  in  an  investor's  ability  to  convert  profits,  debt 
service,  and  other  remittances  from  local  currency  into  U.S.  dollars  and  transfer  those  dollars  out 
of  the  host  country;  Expropriation  —  loss  of  an  investment  due  to  expropriation,  nationalization 
or  confiscation  by  a  foreign  government;  Political  Violence  —  loss  of  assets  or  income  due  to 
war,  revolution,  insurrection,  or  politically  motivated  civil  strife,  terrorism  or  sabotage. 
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Coverage  is  available  for  equity  investments,  parent  company  and  third  party  loans  and 
loan  guaranties,  technical  assistance  agreements,  cross-border  leases  and  other  forms  of 
investment  exposure.  Coverage  is  also  available  for  contractors'  and  exporters'  exposures, 
including:  unresolved  contractual  disputes:  wrongful  calling  of  bid.  performance,  advance 
payment  and  other  guaranties  posted  in  favor  of  foreign  buyers;  and  other  risks.  OPIC  has 
special  programs  for  infirastructtire  development,  fmancial  institutions,  leasing,  natural  resource, 
and  oil  and  gas  projects. 

Raising  Equity  Capital  through  Investment  Funds 

OPIC  makes  equity  capital  available  for  investments  in  emerging  markets  by 
guaranteeing  long-term  loans  to  private  equity  investment  ftrnds.  Investments  made  by  these 
fiands  assist  American  business  by  financing  joint  ventures,  suppliers,  distributors,  customers  for 
capital  equipment,  franchisees  and  other  entities.  They  also  provide  capital  to  privatize 
government-owned  businesses,  a  process  fundamental  to  the  development  of  market  economies. 

Individual  funds  are  formed  and  managed  by  private  investment  managers  experienced  in 
the  particular  markets  they  target,  and  funded  with  capital  provided  by  sophisticated  private 
investors.  The  OPIC-guaranteed  debt  supplements  this  imderlying  private  capital,  and  has 
attracted  major  sources  of  private  equity,  including  pension  fimds  and  other  institutional 
investors  which  otherwise  had  been  imwilling  to  invest  in  emerging  markets. 

When  fully  capitalized,  OPlC's  family  of  equity  funds  could  invest  more  than  $2.4  billion 
in  Africa,  India,  the  Middle  East,  Asia,  the  Pacific  region,  Latin  America,  Central  and  Eastern 
Europe,  and  the  New  Independent  States  of  the  former  Soviet  Union.  In  addition,  two  sector- 
specific  funds  operate  worldwide,  one  concentrating  on  environmental  projects  and  the  other  on 
investments  involving  U.S.-based  small  businesses. 


OPIC  SUPPORT  RESPONDS  TO  INCREASED  DEMAND 

The  one  aspect  of  OPIC  that  has  seen  significant  change  is  the  demand  for  OPIC  support 
from  American  companies  investing  in  a  world  that  increasingly  calls  out  for  American 
technology  and  services. 

Across  America,  companies  large  and  small  are  imiquely  positioned  to  take  advantage  of 
the  world's  growing  need  for  high-quality  U.S.  goods,  services  and  technology.  Today,  OPIC  is 
working  harder  than  ever  to  turn  those  business  opportunities  into  investments  that  deliver  real 
American  jobs  and  real  American  exports,  along  with  developmental  benefits. 

Fiscal  year  1995  was  OPIC's  most  productive  in  its  25-year  history.  With  only  180 
employees,  the  agency  reached  new  levels  of  support  to  American  businesses,  issuing 
$8.6  billion  in  new  insurance  commitments  and  nearly  $2  billion  in  financing.  These  numbers 
represent  a  significant  increase  over  the  record-breaking  levels  set  just  last  year  when  OPIC 
provided  $6  billion  in  insurance  and  $1.7  billion  in  finance. 
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You  can  also  look  to  our  net  income  as  a  key  sign  of  our  fundamental  strengths.  In 
FY  1995  OPIC  produced  record  net  income  of  $189  million. 


OPIC's  Net  Income 


OPIC's  support  to  American  business  has  increased  because  the  demand  from  American 
companies  eager  to  do  business  in  coimtries  craving  American  goods,  services  and  technology 
has  grown  tremendously. 

Today,  developing  nations  are  the  world's  fastest-growing  markets.  Already  these 
countries  buy  more  than  40  percent  of  all  U.S.  exports  ~  some  $185  billion  annually.  And 
economic  projections,  in  addition  to  changing  government  policies,  indicate  that  the  trend  is  just 
beginning. 

Faced  with  more  demands  than  resources,  governments  are  increasingly  unable  to  build 
and  maintain  infrastructure  on  their  own.  As  a  result,  many  governments  now  apply  the  same 
private  sector  commercial  principles  of  competition,  accountability  and  efficiency  that  make 
market  economies  thrive.  Government-owned  facilities  and  natural  resources  are  being 
privatized,  opening  the  door  to  private  investment  and  financing. 

World  Bank  research  predicts  more  than  a  trillion  dollars  of  infi^istructure  projects  in  the 
next  few  years  in  Asia  alone.  Latin  America  is  expected  to  account  for  another  $500  billion. 

Early  on,  OPIC  recognized  this  growth  trend  of  private  investment  in  the  world's  large 
infrastructure  projects.  To  help  create  a  level  playing  field  for  large  and  small  U.S.  firms 
competing  for  these  projects,  OPIC  increased  the  amount  of  support  that  can  be  provided  to  any 
one  venture.  Today,  OPIC  is  able  to  offer  up  to  $400  million  in  combined  support  to  a  single 
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project  —  $200  million  in  financing  and  $200  million  in  insurance.  Prior  to  1993,  American 
businesses  looking  for  OPIC  support  were  limited  to  $50  million  in  finance  and  $100  million  in 
insurance. 

This  increase  has  enabled  the  agency  to  become  a  major  player  in  larger  projects, 
particularly  big  infrastructure  projects.  It  is  these  investments  that  have  become  so  critical  to 
OPIC  as  they  mean  huge  returns  to  the  American  economy  -  creating  high-tech  American  jobs 
and  exports,  and  helping  U.S.  companies  be  more  competitive  as  they  compete  for  international 
bids.  They  also  have  enormous  impacts  on  the  host  countries  as  these  projects  have  the  ability  to 
impact  the  everyday  lives  of  most  average  citizens.  And  OPIC  is  there,  backing  many  of  those 
investments,  every  step  of  the  way. 

For  example,  in  1995,  OPIC  provided  $200  million  in  finance  and  $200  million  in 
political  risk  insurance  to  California's  Edison  Mission  Energy  to  build  Indonesia's  first  private 
power  plant.  It  was  the  largest  single  support  package  OPIC  has  ever  provided  —  but  it  was  just 
part  of  the  $1.8  billion  OPIC  made  available  last  year  to  nearly  thirty  different  infrastructure 
projects  worldwide. 

Just  in  the  last  few  years,  OPIC  has  provided  financing  and  political  risk  insurance  for 
projects  building  telecommunications,  power  and  transportation  networks  that,  in  turn,  create 
expanding  markets  for  all  American  companies  marketing  products  overseas. 

Fueled  by  the  same  growing  demand  for  U.S.  products  and  expertise,  small  business 
ventures  launched  by  American  investors  are  also  expanding  their  presence  overseas  with  OPIC 
support.  In  1995,  OPIC  approved  political  risk  insurance  to  a  New  York  company  to  support  its 
investment  in  Tbilisi.  Georgia.  The  venttire  involves  the  establishment  of  a  bank  to  provide 
financial  ser\ices  not  currently  available,  such  as  financing  for  import  and  export  transactions. 
The  project  is  expected  to  generate  $1.8  million  in  U.S.  exports  from  New  York,  Texas,  New 
Hampshire.  California.  Ohio,  and  Tennessee.  OPIC  has  also  approved  political  risk  insurance  for 
a  Connecticut-based  company  to  support  its  investment  in  Ghana.  The  venture  involves  the 
establishment  of  a  beverage  manufacturing,  bottling,  and  distribution  center.  Initial  U.S. 
procurement  will  total  almost  $21  million. 

In  Poland,  OPIC  provided  political  risk  insurance  to  a  small  Maryland  company  for  an 
investment  which  involves  the  installation  and  operations  of  parking  meter  systems  in  two  Polish 
cities.  The  parking  meters  will  greatly  improve  the  efficiency  of  city  parking  management.  The 
project  is  expected  to  generate  $681,000  in  U.S.  exports. 

OPIC  is  also  committed  to  develop  new  products  and  services  to  meet  the  special 
requirements  of  small  business.  We  reported  last  year  on  one  of  our  more  recent  innovations  to 
assist  small  business,  a  $20  million  direct  loan  to  capitalize  a  new  small  business  fund.  The 
"Allied  Capital  International  Small  Business  Fund"  ("Small  Business  Fund"),  managed  by  Allied 
Capital  Corporation  of  Washington,  D.C.,  one  of  the  largest  U.S.  small  business  investment 
companies,  uill  provide  growth  capital  to  international  projects  sponsored  by  qualifying  U.S. 
small  businesses  within  a  wide  range  of  industries.  The  Small  Business  Fund  is  now  up  and 
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operating.  It  recently  made  its  first  investment  m  a  telecommunications  project  in  Brazil, 
Columbia  and  Argentina. 


OPIC  SUPPORTS  THE  AMERICAN  ECONOMY 

President  Clinton  has  made  opening  new  markets,  and  assisting  U.S.  businesses  as  they 
market  their  products  globally,  a  cornerstone  of  his  Administration.  He  has  made  trade  and 
investment  an  integral  part  of  foreign  policy,  recognizing  that  American  overseas  business 
investment  strengthens  the  U.S.  economy  by  generating  exports,  creating  jobs  and  improving 
American  competitiveness  in  the  international  marketplace. 

Since  I  became  President  of  OPIC,  I  have  redirected  the  agency's  activities  to  support  the 
President's  goals  and  to  put  greater  emphasis  on  projects  that  benefit  the  U.S.  economy,  promote 
exports  and  create  American  jobs. 

The  105  projects  supported  by  OPIC  in  FY  1995  are  expected  to  provide  significant 
benefits  to  the  U.S.  economy.  During  the  first  five  years  of  operation,  the  projects  will  generate 
an  estimated  61,857  person-years  of  direct  and  indirect  employment  -  equal  to  an  average  of 
12,371  U.S.  jobs  over  the  five  year  period.  In  addition,  total  U.S.  exports  to  support  the  projects 
are  expected  to  be  almost  $4  billion  during  the  first  fivp  years,  including  both  initial  and 
operational  procurement. 


Estimated  U.S.  Economic  Benefits  Of 
Fiscal  Year  1995  Projects 

Total  project  investment 
U.S.  investment  in  projects 
US  percent  of  total 

$10,870  million 
$  6,876  million 
63  percent 

Total  direct  US.  project  exports 
Initial  procurement  from  U.S. 
Operational  procurement  (5  years) 

$  3,929  million 
$  2.705  million 
$  1,224  million 

Estimated  US.  employment  generated 
(5  years,  direct  and  indirect)  ^ 

61,857  person-years 

^  These  employment  effects  incorporate  the  direct  employment  necessary  to  produce  the  goods  and  services  being 
procured,  as  well  as  the  indirect  employment  required  for  the  production  of  the  associated  intemiediate  inputs 
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QPIC  SUPPORTS  U.S.  FOREIGN  POLICY  GOALS 

OPIC  is  authorized  to  support  U.S.  investments  in  more  than  140  emerging  markets  and 
developmg  nations  today.  While  we  have  learned  that  OPIC  assistance  delivers  immediate 
benefits  to  the  U.S.  investors  we  suppon,  and  to  the  American  economy,  we  also  know  that 
OPIC-backed  investments  play  a  vital  foreign  policy  role  for  the  Clinton  Administration. 

We  continue  to  focus  our  attention  and  efforts  on  regions  of  the  world  that  are  U.S. 
priorities  —  Russia  and  the  New  Independent  States;  Central  and  Eastern  Europe;  Haiti  and 
South  Africa;  Asia  and  the  Pacific;  Latin  America;  and  the  Middle  East. 

OPIC  backed  projects  in  46  countries  or  areas  during  fiscal  year  1995.  The  largest 
number  of  the  year's  projects  (38)  is  located  in  Europe  (consisting  of  Central  and  Eastern  Europe 
and  the  New  Independent  States  of  the  former  Soviet  Union),  followed  closely  by  the  Americas, 
where  OPIC  assisted  34  projects.  The  balance  of  the  projects  were  located  in  East  Asia  (12), 
Africa  (11),  South  Asia  (6),  and  the  Middle  East  (3). 


Middle  East 

1 

Europe/NIS 
36% 

Fiscal  1995  Projects 
by  Region 

Americas 
32% 

Africa 

^^-^  11% 

^^^^^M   All  OPIC  Countries 

^^V          1% 

^^^^^^     E.  Asia 
S.Asia     11% 
6% 

In  many  of  the  countries  where  we  do  business,  OPIC-supported  projects  establish  the 
foundation  for  economic  stability.  In  other,  more  developed  regions,  OPIC  projects  act  as  a 
catalyst —  creating  the  kind  of  investor  confidence  that  leads  to  major  infrastructure  development 
and  privatization  projects.  Let  me  describe  some  of  our  recent  activities  on  a  regional  basis. 


89 


CENTRAL  AND  EASTERN  EUROPE 

In  Hungary  today,  more  than  1 1 0.000  businesses  and  homes  are  communicating  with 
each  other,  thanks  to  a  telecommunications  jomt  venture  between  Denver-based  U.S.  West  and 
the  Hungarian  Telephone  Company.  With  Hungarian  Prime  Minister  Gyula  Horn  looking  on, 
OPIC  and  U.S.  West  signed  a  $70  million  loan  guaranty  to  finance  a  cellular  communications 
venture  that  is  expected  to  double  its  present  client  base  over  the  next  couple  of  years.  The  deal 
represented  OPIC's  largest  loan  to  date  in  Central  Europe. 

The  pace  of  private  investment  in  Poland  has  been  among  the  strongest  of  all  emerging 
economies.  As  a  result,  the  demand  for  everyday  office  products,  like  computers,  pens  and  paper 
goods,  is  prompting  successful  and  interesting  U.S.  investments.    An  OPIC-backed  fund  is 
investing  in  a  chain  of  Office  Depot  stores  in  Poland.  The  funds,  which  are  privately-owned  and 
managed  by  professional  institutions  with  proven,  successful  track  records,  are  able  to  mobilize 
new  sources  of  private  capital  in  overseas  projects  sponsored  by  American  companies.  In  this 
case,  the  Poland  Partners  Fund  made  a  $2  million  investment  in  a  Miami  company  that  owns  the 
exclusive  rights  to  the  Office  Depot  brand  and  systems  in  Eastern  Europe. 

AFRICA 

In  South  Africa,  with  the  election  of  President  Mandela,  U.S.  businesses  and  OPIC  are 
participating  in  efforts  to  reintegrate  that  country's  economy  into  the  world  economy.  And  the 
efforts  are  paying  off.  OPIC  provided  New  Jersey's  Englehard  Corporation  with  $18  million  in 
political  risk  insurance  for  a  facility  that  manufactures  auto  emission  catalysts.  With  investor 
confidence  strong  in  South  Africa,  the  manufacturing  sector  now  boasts  a  lucrative  automotive 
industry  that  produces  for  Afiica's  expanding  market. 

OPIC,  in  its  first  investment  in  Madagascar,  provided  $9  million  in  financing  to  a  U.S. 
small  business  to  establish  a  cellular  telephone  system.  Local,  domestic  long  distance  and 
international  telephone  services  are  now  available  in  one  of  the  poorest  countries  in  Africa.  In 
addition  to  providing  much  needed  telecommunications  services  to  Madagascar's  business 
community,  the  project  will  generate  $9  million  in  U.S.  exports. 

A  significant  business  opportunity  in  the  Republic  of  the  Congo  led  two  Texas  companies 
to  combine  their  strengths  and  jointly  acquire  and  develop  an  off-shore  oil  producing  property. 
Walter  International,  with  operational  experience  in  equatorial  Africa,  and  Nuevo,  noted  for  its 
seismic  mapping  and  modeling  expertise,  approached  OPIC  for  funding.  Without  assistance  with 
the  financing,  the  American  venture  could  not  go  forward  with  its  plan.  OPIC  responded  with 
$50  million  in  financing,  and  up  to  $100  million  in  political  risk  insurance.  The  resuh:  the 
American  venture  acquired  the  property,  defeating  other  international  bidders. 

The  NEW  INDEPENDENT  STATES 

Working  with  U.S.  investors  to  build  democracy  and  foster  free  market  economies  is  also 
the  focus  of  OPIC  efforts  in  the  New  Independent  States  of  the  former  Soviet  Union  (NIS). 
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In  Russia,  OPIC  provided  financing  or  insurance  to  more  than  fifteen  American 
investments  last  year.  Support  was  provided  to  U.S.  ventures  that  ranged  from  defense 
conversion  and  high  tech  industries  to  food  processing  and  even  manufacture  of  bean-bag 
furniture. 

For  example,  Russian  technology  thai  once  served  the  Soviet  military  will  now  serve 
global  industry,  as  a  result  of  a  defense  conversion  project  launched  by  the  Earth  Observation 
Satellite  Company  (EOSAT).  OPIC  provided  the  Bethesda,  Maryland-based  company  with 
$600,000  in  political  risk  insurance.  This  business  venture  utilizes  over  30  years  worth  of 
declassified  images  taken  by  former  Soviet  military  satellites  for  more  peaceful  ends  such  as 
applications  in  natural  resource  management,  environmental  monitoring  and  mapping. 

OPIC  also  provided  more  than  $100  million  in  financing  support  to  Russian 
telecommunications  projects  that  are  working  to  provide  a  dependable  link  between  Moscow,  St. 
Petersburg  and  cities  beyond. 

American  investors  have  joined  with  local  partners  to  bring  irmovative  technology  to  the 
region.  International  Telcell,  a  small  Connecticut  firm  with  expertise  in  developing  television 
programming,  technology  and  management  systems,  came  to  OPIC  for  financing  and  insurance 
for  five  joint  ventures.  The  project  launched  television  networks  in  Russia,  Georgia,  Latvia, 
Moldova  and  Uzbekistan.  Viewers  across  the  region  now  have  access  to  CNN  International  and 
BBC  World  Service  Television  for  the  first  time.  The  U.S.  benefits  from  the  venture  with  more 
than  $80  million  in  U.S.  exports  supplied  by  companies  based  in  Arizon2i,  Iowa,  Pennsylvania, 
Texas  and  Connecticut. 

In  1995.  OPIC  also  completed  its  first  finance  commitment  in  Ukraine.  I  accompanied 
President  Clinton  to  Ukraine  in  May  where  he  announced  OPIC's  $15.5  million  direct  loan  to 
Alliant  Techsystems  of  Hopkins,  Mirmesota  for  a  defense  conversion  project.  The  business  will 
dismantle  aging  weapons  and  sell  the  salvaged  metals  on  the  world  market.  The  project,  which 
also  received  $20  million  in  OPIC  political  risk  insurance,  is  expected  to  generate  $45  million  in 
U.S.  exports. 

THE  MIDDLE  EAST 

OPIC  supports  projects  as  part  of  President  Clinton's  commitment  to  peace  and  economic 
development  in  the  Middle  East. 

In  July  1995,  OPIC  led  a  delegation  of  15  American  companies  to  view  investment 
opportunities  in  the  West  Bank,  Gaza,  Israel  and  Jordan.  Participants  came  from  across  the 
United  States,  both  large  and  small  representing  a  variety  of  sectors-energy,  construction,  light 
manufacturing,  water  treatment  and  tourism.  We  are  now  working  with  potential  investments  in 
the  bottled  water  and  hotel  sectors.  Unfortvmately,  the  recent  violence  in  the  region  may  cause  a 
slowdovm  in  plaimed  investment. 
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OPIC  is  also  supporting  a  $250  million  Middle  East/North  Africa  Regional  Growth  Fund. 
The  Fund  is  now  raising  capital  to  support  private  sector  projects  in  Jordan,  the  West  Bank, 
Gaza,  Egypt,  Tunisia,  and  Morocco.  Another  OPIC-supported  investment  ftind,  the  $75  million 
Israeli  Growth  Fund,  made  its  first  investments  this  month  in  computer  services  and  is  actively 
pursuing  additional  investment  in  high  tech,  consimiers  services  and  other  sectors. 

U.S.  companies  are  ttiming  to  OPIC  for  investments  they  are  making  in  other  Middle 
Eastern  markets  as  well.  In  March,  the  OPIC  Board  of  Directors  approved  up  to  $200  million 
political  risk  insurance  proposal  for  a  Michigan  company  that  is  developing  Morocco's  fu-st 
private  power  project.  CMS  Generation  Company  of  Dearborn,  Michigan,  was  awarded  the 
$1.5  billion  project  after  a  fierce  international  competition  last  year.  OPIC  hosted  Morocco's 
King  Hassan  II  soon  after  the  contract  was  awarded  and  he  wimessed  the  signing  of  CMS/OPIC 
documents  that  discuss  OPIC's  partnership  in  the  deal.  For  the  U.S.,  the  project  means 
significant  jobs  and  exports  —  $375  million  in  U.S.  procurement,  resulting  in  over  900  U.S. 
jobs.  For  CMS,  it  is  an  opportunity  to  open  a  door.  The  project  represents  the  first  time 
Morocco  has  invited  foreign  investment  into  the  power  sector. 

LATIN  AMERICA 

The  market  in  Brazil  is  expected  to  grow  by  40  million  new  consumers  by  the  year  2010. 
And  throughout  the  region,  massive  infrastructtire  projects  are  being  placed  in  private  hands. 
The  possibilities  for  American  investors  are  far  reaching. 

Facing  a  domestic  market  that  offered  virtually  no  possibility  for  growth,  one  Florida 
power  company  traveled  to  Guateniala  -  and  to  OPIC  -  in  order  to  acquire  new  business.  TECO 
Power  Services  Corporation  of  Tampa  ventiu-ed  across  the  Gulf  of  Mexico  in  1994  to  explore  the 
possibilities.  The  company  soon  won  a  bid  to  supply  electrical  power  to  a  Guatemalan  utility, 
supported  by  $1 54  million  in  OPIC  political  risk  insurance.  The  project  now  pumps  78 
megawatts  into  Guatemala's  power  grid  and  $50  million  into  the  U.S.  economy  through  export 
procurement. 

Transportation  facilities,  like  power,  are  essential  to  economic  development.  And,  like 
power  projects,  successfiil  transportation  ventures  can  have  a  significant  impact  on  a  local 
economy.  Eight  years  ago,  OPIC  saw  an  opportunity  to  help  an  American-Dominican 
partnership  take  off  OPIC  provided  a  $  1 .6  million  loan  to  expand  and  improve  the  Punta  Cana 
International  Airport  when  no  other  institution  was  willing  to  take  the  risk.  Today,  thanks  to 
reliable  air  accessibility,  the  Punta  Cana  region  of  the  Dominican  Republic  boasts  more  than 
8,000  hotel  rooms  in  14  resorts  and  100  non-stop  flights  take  vacationers  to  Punta  Cana  fi'om  the 
U.S.,  Canada,  Europe  and  Latin  America  each  week.  In  addition,  the  project's  positive 
environmental  effects  recently  resulted  in  OPIC's  being  awarded  the  first  Sustainable 
Development  Tourism  Award  from  EarthKind  International,  Earth  Pledge  Foundation  and  the 
United  Nations. 
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ASIA  AND  THE  PACIFIC 

American  power  and  telecommunications  companies,  with  their  state-of-the-art 
technology  and  services,  are  a  natural  choice  to  step  in  and  build  the  much  needed  infrastructure 
in  the  growing  Asia  Pacific  region. 

As  1  briefly  mentioned  earlier,  OPIC  assembled  its  largest-ever  support  package  -  $200 
million  in  msurance  and  $200  million  in  financing  —  to  support  an  American  company  building  a 
1,230  megawatt  power  plant  in  Indonesia.  The  U.S.  sponsor,  Irvine,  California-based  Mission 
Energy  will  build  the  first  large-scale,  privately  owned  and  operated  power  plant  in  Indonesia,  a 
market  of  200  million  people. 

In  addition  to  providing  necessary  power  to  the  local  people,  this  project  will  give  a 
major  boost  to  U.S.  exports.  Almost  $1  billion  in  American-made  goods  and  services  will  flow 
to  the  project.  And  America  will  see  the  creation  of  3,000  jobs. 

In  India,  where  the  government  has  made  persistent  efforts  to  cultivate  a  market-oriented 
economy,  the  telecommunications  industry  has  opened  to  foreign  investment. 

The  Motorola  corporation  has  seized  this  opportimity  —  winning  a  competitive 
international  bid  for  the  license  to  provide  radio  paging  services  in  the  commercial  centers  of 
Bombay  ~  India's  largest  city  ~  and  Bangalore  -  the  center  of  the  coimtry's  high-tech  industries. 
For  this  project,  OPIC's  first  telecommunications  project  in  the  country,  we  put  together  a 
$37  million  insurance  package  that  addressed  the  diverse  needs  and  political  risks  of  Motorola's 
muhiple  sites.  In  the  first  five  years  of  the  project,  America  can  expect  to  see  $4  million  in  U.S. 
exports  to  support  the  venture  that  also  will  create  more  than  230  host-country  jobs. 


MAKING  OPIC  WORK  BETTER 

Responding  to  the  critical  need  for  government  to  work  more  efficiently  and  cost  less  has 
always  been  at  the  core  of  OPIC's  operation.  After  25  years  of  operation  as  a  self-sustaining  and 
successfial  program,  OPIC  has  become  a  model  agency  for  efficiency  and  effectiveness.  OPIC 
operates  in  a  prudent  and  businesslike  manner  while  working  in  some  of  the  world's  most 
volatile  economies.  Last  year,  OPIC  had  record  net  income  of  $189  million  while  supporting 
U.S.  business  and  creating  American  jobs.  In  so  doing,  OPIC  performs  a  public  purpose  that 
historically  has  not  been  provided  by  the  private  sector. 

Because  of  OPIC's  successful  track  record,  some  in  Congress  have  asked  if  OPIC  could 
be  privatized.  This  is  not  a  new  question  to  OPIC.  Over  its  history,  this  issue  has  been 
considered,  and  rejected,  many  times,  most  recently  by  the  Reagan  Administration  in  1986. 

In  direct  response  to  1995  Congressional  directives  and  specifically  report  language  from 
this  Committee.  OPIC  sought  answers  to  the  question  of  whether  privatization  of  OPIC  is 
feasible  in  today's  marketplace.  To  provide  professional  judgment  and  an  independent  answer  to 
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this  question.  OPIC  retained  the  services  of  a  pnvaie  investment  bank.  J.P.  Morgan,  which  has 
considerable  experience  in  such  private  sector  valuations.  They  also  have  the  additional  benefit 
of  having  assisted  in  the  successful  pnvatization  of  another  govenunent  entity,  the  U.S. 
Enrichment  Corporation. 

The  analysis  and  findings  of  the  J.P.  Morgan  report  should  prove  useful  in  resolving  the 
privatization  question.  In  a  study  presented  to  the  Congress  on  February  16,  1996,  J.P.  Morgan's 
conclusions  on  the  feasibility  of  privatization  of  OPIC  are  as  follows: 

•  A  clean,  outright  privatization  of  OPIC  is  not  a  viable  alternative; 

•  Selling  OPIC  with  ongoing  government  support  could  be  an  alternative  to  an  outright 
privatization; 

•  Potential  investors  in  a  privately  owned  OPIC  with  ongoing  government  support 
would  likely  value  the  business  at  a  discount  to  current  book  value;  and 

•  A  sale  of  OPIC  is  likely  to  result  in  a  net  outlay  from  a  budget  perspective. 

In  sum,  privatization  could  cost  the  U.S.  Treasury  between  $500  million  and  $700  million 
and  eliminate  the  programs  provided  by  OPIC.  OPIC  looks  forward  to  reviewing  the  additional 
findings  and  analysis  contained  in  the  J.P.  Morgan  report  on  OPIC's  financial  performance  and 
risk  mitigation  strategies.  This  will  be  helpfiil  to  OPIC  management  as  part  of  our  ongoing 
review  of  portfolio  management  practices  and  fiscal  soundness. 


CONCLUSION 

Throughout  its  25-year  history,  OPIC  has  had  a  positive  record  of  working  in  partnership 
with  the  U.S.  private  sector. 

Today  there  are  enormous  opportunities  for  American  trade  and  investment  in  developing 
countries  where  U.S.  companies  face  real  competitive  pressures.  I  am  pleased  and  proud  that 
OPIC  is  working  harder  than  ever  to  turn  those  opportunities  into  investment  that  delivers  real 
American  jobs  and  real  American  exports,  along  with  developmental  benefits  to  the  countries 
where  we  operate.  And  on  top  of  that,  because  of  shrinking  budgetary  resources,  self-sustaining 
programs  financed  by  program  users,  like  OPIC,  are  even  more  valuable  in  our  country's  limited 
arsenal  to  meet  U.S.  foreign  and  economic  policy  goals. 

Finally,  Mr.  Chairman,  we  deeply  appreciate  the  support  of  you  and  your  subcommittee 
for  U.S.  trade  and  export  programs.  Your  leadership  ~  in  working  with  the  Administration  and 
others  on  a  bi-partisan  basis  ~  provides  a  firm  foundation  for  meeting  the  foreign  policy  and 
trade  challenges  that  our  nation  will  face  in  the  2 1  st  Century. 

Thank  you.  I  will  be  pleased  to  respond  to  your  questions. 
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Mr.  Callahan.  Thank  you. 
Mr.  Kamarck? 

Mr.  Kamarck's  Opening  Statement 

Mr.  Kamarck.  Thank  you,  Mr.  Chairman.  I  appreciate  your  offer 
to  include  my  full  statement  in  the  record.  Also,  if  time  constraints 
don't  permit  all  members  to  ask  all  the  questions  that  they  may 
have  of  me,  of  course,  we  welcome  written  questions  and  will  give 
them  our  full  attention  after  the  hearing. 

I'm  pleased  to  continue  today  the  dialog  that  my  predecessor. 
Ken  Brody,  began  with  the  Committee.  We  have  to  work  together 
to  reconcile  the  essentiality  of  Ex-Im  Bank's  mission  in  serving 
America's  exporters  and  creating  American  jobs  with  the  harsh  re- 
ality of  increasingly  constrained  Federal  resources. 

We  have  continued  to  improve  the  efficiencies  and  effectiveness 
of  our  programs.  For  1997,  we  are  asking  for  $50  million  less  in 
program  budget  and  $2  million  more  in  administrative  budget,  for 
a  net  decrease  in  total  appropriations  of  $48  million.  The  increase 
in  administrative  budget  represents  an  investment  in  better  and 
more  efficient  information  technology  and  accelerated  credit  train- 
ing for  our  staff.  In  both  of  these  areas,  we  are  playing  catch-up, 
and  a  few  extra  dollars  now  will  have  big  payoffs  in  greater  produc- 
tivity down  the  road  and  better  risk  management,  as  our  portfolio 
of  risk  continues  to  increase. 

Ex-Im  Bank  is  a  small,  high-performance  agency  with  a  very 
narrowly-focused  mission.  Its  mission  is  defined  by  two  basic  man- 
dates. First,  we  must  use  the  taxpayers'  dollars  efficiently  because 
we  exist  to  make  a  difference.  We  follow  the  market,  and  within 
the  objective  limits  of  sound  credit  judgments  and  environmental 
standards,  we  do  not  pick  and  choose  who  to  help  or  where  to  help 
them.  We  support  the  financing  of  U.S.  exports  only  in  cir- 
cumstances where  otherwise  those  exports  would  not  go  forward. 

Second,  we  must  protect  the  taxpayers'  dollar.  We  apply  sound 
credit  standards  and  only  support  those  transactions  where  we  find 
a  reasonable  assurance  of  repayment,  where  we  find  a  project 
feasibile,  and  where  our  environmental  standards  have  been  satis- 
fied. 

In  managing  our  resources  to  serve  these  twin  goals,  we  face  two 
fundamental  challenges.  In  some  of  our  most  important  markets 
there  is  a  tension  between  these  two  goals.  American  exporters 
have  the  greatest  opportunities  and  face  the  stiffest  competition  in 
the  big  emerging  markets  of  the  world.  Yet,  some  of  those  markets 
are  also  among  the  riskiest  in  which  we  are  open  to  do  business. 
Higher  risk  means  higher  cost  to  the  American  taxpayer.  As  you 
know,  we've  tried  to  balance  these  concerns  by  hedging  the  credit 
risks  whenever  and  however  we  can,  using  structured  and  project 
finance  techniques  and,  where  possible,  putting  in  place  broader 
framework  agreements  that  enhance  Ex-Im  Bank's  security. 

In  other  programs,  the  twin  goals  of  making  a  difference  for  ex- 
porters and  providing  value  for  the  taxpayer  are  not  at  odds.  For 
example,  it  is  demonstrably  true  that  the  more  we  can  do  for  small- 
er businesses,  the  more  exports,  jobs  and  technologies  will  be  cre- 
ated that  otherwise  would  be  stifled  by  the  unavailability  of  credit 
to  this  important  sector  of  the  American  economy.  At  the  same 
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time,  it  is  also  demonstrably  true  that  our  programs  that  are  best 
targeted  to  the  needs  of  the  small  business  exporter  have  the  low- 
est risk  of  loss,  and,  therefore,  the  lowest  cost  to  the  taxpayer.  In 
fact,  it's  one  of  our  goals  this  year  to  push  that  cost  down  further. 
For  instance,  we  are  working  to  see  if  we  can't  get  our  short-term 
export  credit  insurance  program  to  a  zero  subsidy.  This  of  course, 
is  one  of  the  most  effective  tools  we  have  for  helping  smaller  ex- 
porters. 

Our  challenge  in  these  programs,  the  ones  that  are  best  suited 
for  the  smaller  exporter,  is  more  op)erational.  How  can  we  best  le- 
verage our  limited  administrative  resources  to  reach  out  to  the  tens 
of  thousands  of  smaller  American  exporters  and  make  our  pro- 
grams more  accessible  to  them?  And,  as  we  succeed  in  doing  that, 
and  doing  more  business  with  smaller  exporters,  how  can  we  as- 
sure that  their  applications  are  processed  quickly  and  effectively 
while  we  still  maintain  our  high  credit  standards? 

I'm  proud  at  how  well  the  outstanding  staff  of  Ex-Im  Bank  has 
so  far  met  these  challenges.  Our  careful  and  cautious  approach  to 
lajdng  the  groundwork  for  doing  business  in  the  higher-risk,  big 
emerging  markets  is  starting  to  pay  off  with  a  steady  stream  of 
business  for  American  exporters  on  financing  terms  that  are  sound- 
ly structured.  I  just  met  yesterday  with  the  Chairman  of  Gazprom, 
who  hand-delivered  to  me  their  first  application  for  credit  under 
our  Gazprom's  Framework  Agreement.  In  lower-risk  markets,  our 
new  policy  of  pricing  to  risk  means  that  we  can  handle  a  much 
higher  volume  of  transactions  at  a  lower  cost  to  the  taxpayer. 

I  am  extremely  proud  of  our  small  business  outreach  efforts.  In 
1995,  about  one-fifth  of  our  total  dollar  authorizations  and  almost 
80  percent  of  the  total  number  of  transactions  that  we  did  were  for 
small  businesses.  The  result  is  that  Ex-Im  Bank's  staff  approved 
some  1,910  small  business  transactions  totaling  $2,461  billion  in  fi- 
nancing support.  This  is  an  increase  of  35  percent  from  1994.  For 
FY  '95,  Ex-Im  Bank  approved  commitments  of  about  $12  billion, 
which  in  turn  supported  about  $13.5  billion  U.S.  in  exports.  The 
$13.5  billion  in  exports  represents  a  leveraging  of  our  taxpayer  dol- 
lars of  about  20  to  1.  For  every  dollar  of  our  program  budget  set 
aside  against  the  possibility  of  losses,  American  businesses  got  $20 
of  export  sales  that  otherwise  would  not  have  been  possible. 

But  I  think  we  can  do  better  still.  We  can  continue  to  make 
progress  on  the  multilateral  front  in  making  our  competing  export 
credit  agencies  smarter  about  risk  and  about  pricing  to  that  risk. 

The  $50  million  reduction  in  our  1997  program  budget  comes 
from  the  funding  level  used  to  support  tied  aid  transactions.  As  you 
know,  our  strategy  for  aggressive  matching  of  tied-aid  offers  is  dif- 
ferent from  our  other  programs.  This  is  not  a  jobs  program.  It  is 
about  deterring  and  reducing  the  incidence  of  tied  aid  around  the 
world  by  our  trading  competitors,  because  tied  aid  represents  the 
worst  kind  of  expensive  and  distorting  trade  subsidy. 

It's  my  belief  that  in  a  poker  game  the  best  strategy  is  to  play 
aggressively  and  to  be  backed  by  credible  stakes.  We're  pleased 
with  our  success  so  far.  We've  countered  foreign  tied-aid  offers  with 
a  willingness  to  match  some  37  times  in  the  last  two-and-half  years 
on  financings  totaling  over  $2  billion.  But  at  the  end  of  the  day, 
we've  had  to  commit  funds  in  only  two  groups  of  transactions,  both, 
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I  would  note,  in  support  of  small  businesses,  totaling  about  $52 
million  and  a  subsidy  cost  of  only  $14.5  million.  In  several  other 
cases,  we  believe  we've  successfully  deterred  any  tied-aid  outcome. 
Most  of  our  tied-aid  offers  are  still  pending,  but  we  are  hopeful  that 
in  some  of  these  cases  we  will  get  the  right  result,  which  is  to  say 
with  financing  proceeding  on  commercial  terms.  We  like  these  re- 
sults and  we  think  the  policy  is  working.  The  FY  '97  $50  million 
request  for  tied  aid,  added  to  the  tied-aid  funds  available  from 
prior  years,  will  provide  Ex-Im  Bank  with  a  total  of  about  $300 
million.  This  total  will  continue  to  provide  Ex-Im  Bank  with  suffi- 
cient resources  for  a  credible  tied-aid  deterrent. 

Finally,  Mr.  Chairman,  I  want  to  thank  you  and  the  members  of 
the  Committee,  and  your  staff,  for  taking  the  time  to  probe  these 
issues  with  us,  for  asking  the  hard  questions,  and  for  understand- 
ing the  complexities  of  the  answers.  We  have  to  work  together  con- 
structively to  develop  solutions  to  the  difficult  challenges  we  face 
in  continuing  to  support  investment  in  solid,  noninflationary 
growth  in  the  Nation's  economy  and  job  base,  while  balancing  the 
imperative  of  reducing  the  Federal  deficit.  Our  experience  in  the 
last  two  years  has  shown  that,  working  together,  we  really  can 
make  a  difference  in  meeting  both  of  those  goals. 

Thank  you  very  much. 

[The  statement  of  Mr.  Kamarck  follows:] 
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STATEMENT  OF 

MARTIN  A.  KAMARCK 

ACTING  PRESIDENT  AND  CHAIRMAN 

EXPORT-IMPORT  BANK  OF  THE  UNITED  STATES 

BEFORE  THE 

SUBCOMMITTEE  ON  FOREIGN  OPERATIONS 

COMMITTEE  ON  APPROPRIATIONS 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

March  28, 1996 

Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  grateful  that  this  subcommittee  has  recognized  the  vital  role  exports  play  in  the 
economy  of  the  United  States  and  that  it  has  strongly  supported  the  efforts  of  the  Export-Import 
Bank  of  the  United  States  (Ex-Im  Bank)  to  level  the  playing  field  for  American  exporters.  We 
have  tried  to  be  worthy  of  this  support  by  assuring  the  utmost  value  for  every  taxpayer  dollar 
invested  in  Ex-Im  Bank  and  offering  the  best  in  service  both  to  the  exporters,  ^\ilo  are  our 
immediate  customers,  and  to  the  American  taxpayers,  \^o  are  our  ultimate  customers.  These  are 
the  standards  that  Ken  Brody  established  when  he  became  chairman  of  Ex-Im  Bank,  and  those 
are  the  ones  I  have  worked  with  him  to  implement  during  the  two  and  a  half  years  I  served  as 
Vice-Chairman  and  Chief  Operating  OfBcer.  As  acting  Chairman,  1  assure  you  that  those  same 
high  standards  are  going  to  be  maintained. 

However,  I  am  acutely  aware  of  the  budgetary  constraints  that  we  and  every  other  agency 
funded  under  this  legislation  are  facing  and  the  difBcult  choices  Congress  is  facing.  One  need 
only  look  to  the  Committee  report  on  H.R.  1868,  the  FY  '96  bill,  to  find  the  issue  stated  clearly: 
"With  the  budgetary  outlook  indicating  that  the  Committee  will  be 
hard  pressed  to  sustain  iq)propriations  for  the  Ex-Im  Bank  at 
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For  FY'95,  we  approved  financing  of  $1 1.864  billion,  which  supported  $13.5  billion  in 
exports.  Our  biggest  markets  were  Mexico  at  $1,322  billion  and  Indonesia  at  $1,216  billion. 
Our  biggest  regional  market  was  Asia.   Financings  to  China  totalled  $804.3  million,  and  there 
are  sqjplications  in  the  Bank  at  various  stages  of  consideration  to  support  approxixaately  an 
additional  $10  billion  in  exports.  Our  special  framework  program  to  mitigate  the  risk  of 
supporting  exports  to  Russia  continues  to  have  success,  with  FY95  financings  totaling  $521.2 
million.  The  Oil  and  Gas  Framewoik  agreement  has  started  to  disburse,  and  we  have  recently 
given  preliminary  £q)proval  to  a  guarantee  to  finance  the  sale  of  airplane  engines  and  avionics  to 
Aeroflot 

Some  specific  transactions  supported  by  Ex-Im  Bank  are  politically  controversial  as  are 
the  countries  buying  the  exports.  However,  let  me  stress  that  we  do  not  pick  and  choose  what 
transactions  to  process  or  what  countries  with  w^ch  to  deal.  We  make  objective  decisions  based 
on  credit  evaluations  and  technical  considerations.  In  short,  we  follow  the  market,  as  our  Charter 
tells  us  to. 

As  a  result,  it  can  be  difBcult  to  predict  precisely  how  our  budget  authority  will  actually 
be  used.  We  had  originally  estimated  that  over  $16  billion  would  be  authorized  for  FY '96.  The 
new  estimation  does  not  indicate  any  lack  of  demand  as  far  as  our  budget  is  concerned.   Indeed, 
we  are  going  to  use  all  of  the  credit  appropriations.  But,  this  year  we  are  seeing  a  drop  in  our 
level  of  some  "big  ticket"  areas  that  do  not  consiune  a  large  amount  of  budget  authority, 
especially  aircraft  In  another  example,  one  large  project  finance  deal  that  we  expected  this  year 
actually  got  fimded  in  the  private  maricet .  WhUe  this  is  the  right  result,  because  we  should  not 
operate  in  competition  with  the  private  sector,  it  did  skew  our  projections  for  Project  Finance, 


99 


5 
Projects  Fund,  what  used  to  be  called  a  "war  chest".    We  use  this  fiind  to  counter  the  tied-aid 
offers  of  foreign  governments.  Our  goal  is  to  be  sufficiently  credible  so  that  our  offers  to  match 
a  foreign  government  tied  aid  ofTer  will  convince  the  foreign  government  to  withdraw  their 
offer  —  and  we,  in  turn,  can  then  withdraw  our  counter  offer. 

Let  me  use  two  good  analogies  here.  As  we  discovered  during  the  cold  war,  you  had  to 
commit  funds  to  build  nuclear  weapons  in  order  to  keep  them  from  ever  being  used.  We  couldn't 
just  talk  a  good  game,  we  had  to  have  our  own  credible  threat.  Another  analogy  is  a  poker  game. 
You  can  have  all  the  necessary  skills  and  even  be  lucky  enough  to  draw  some  good  hands,  but  if 
you  don't  have  the  chips  to  back  up  your  bets,  you  won't  last  long  at  the  table. 

At  the  end  of  FY'95,  we  had  built  up  $264  million  in  the  fund.  Then,  our  authority  to  do 
tied  aid  lapsed  on  September  30, 1995,  because  the  necessary  authorizing  legislation  had  not 
been  enacted.  From  April  12, 1994,  through  September  30, 1995,  Ex-Im  Bank  employed  the 
Tied  Aid  Capital  Projects  Fund  to  counter  over  $2  billion  of  tied  aid  transactions.  However,  in 
terms  of  actual  disbursement  this  involved  q)proving  only  one  transaction  for  q)proximately  $14 
million  in  exports  and  a  tied  aid  subsidy  of  about  $7  million. 

The  re-authorizing  legislation  was  enacted  in  mid- January  of  this  year,  and  we  ^preciate 
the  help  of  this  subcommittee  in  that  regard.  Since  that  time,  we  have  authorized  four  tied  aid 
transactions.  Three  of  them  were  different  components  of  one  transaction  in  China,  for  which  we 
authorized  a  $8.7  million  transaction  using  $  1 .2  million  in  tied  aid  support  The  other  was  for  a 
transaction  in  Indonesia,  for  which  we  authorized  a  $43  million  transaction  with  a  tied  aid 
subsidy  of  $13. 2  million.  This  leaves  about  $249  million  in  the  fund.  We  are  now  requesting 
$50  million  for  FY  '97,  which  is  $50  million  less  than  the  FY'96  enacted  level  of  $100  million. 
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save  us  money,  even  in  the  short  run.  But  due  to  limitations  in  our  administrative  budget,  we 
have  had  to  delay  this  change  by  one  year.  We  are  also  falling  behind  in  our  employee  training 
schedule. 

The  FY  '96  and  FY  '97  FTE's  will  number  436.  This  is  projected  to  fall  to  427  for  FY  '98 
and  to  4 1 6  for  F Y'99.   For  the  past  three  fiscal  years,  we  have  been  handling  in  excess  of  1 ,600 
{^plications  for  loans  and  guarantees,  and  we  expect  about  the  same  number  for  FY'96.  There  is 
no  indication  that  this  demand  will  decrease  for  FY97.  In  addition,  we  authorized  1,961 
insurance  policies  in  FY'9S  and  expect  roughly  the  same  number  for  this  year.  We  are  going  to 
have  to  do  more  with  less  people.  We  need  the  tools,  especially  an  updated  computer  system  and 
fairly  compensated  i>ersonnel,  to  get  the  job  done  even  in  a  minimal  feshion,  and  to  get  the  right 
tools  we  need  enough  resources. 
Maximizing  the  Efficient  use  of  Resources 

This  leads  to  my  next  point  •  how  Ex-Im  Bank  continues  to  do  its  job  while  using  less 
resources.  It  needs  to  be  emphasized  that  Ex-Im  Bank  has  two  major  tasks:  to  meet  foreign 
government-subsidized  competition,  and  to  siq)port  transactions  to  countries  where  we  can  find  a 
reasonable  assiuxmce  of  repayment  but  where  commercial  sources  of  fimds  are  currently 
unwilling  or  unable  to  go.  This  means,  in  turn,  that  we  are  primarily  dealing  in  countries  that  are 
considered  high-risk— Indonesia,  Russia,  Brazil,  and  the  other  so-called  Big  Emerging  Markets 
(BEMS),  which  are  growing  at  twice  the  rate  of  developed  country  markets,  but  when  the  risks 
are  high  enough  that  commercial  banks  are  unable  to  provide  the  necessary  terms.  In  order  to  be 
conscientious  stewards  of  the  taxpayers'  dollars,  we  must  do  three  things:  accurately  measure  the 
risk,  mitigate  the  risk,  and,  as  much  as  global  competition  allows,  charge  for  the  risk. 
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Where  such  market  indications  are  not  available,  Ex-Im  Bank  emulates  private  rating 
agency  risk  measurement  techniques.  Like  the  rating  organizations,  we  classify  these  market- 
unrated  borrowers  first  by  country  risk  environment  and  by  their  comparative  debt  burdens 
(relative  to  op>erating  cash  flow  and  tangible  net  worth)  and  secondly  by  each  borrower's  specific 
qualitative  credit  strengths,  weaknesses,  and  uncertainties. 

Because  Ex-Im  Bank  now  relies  on  credit  indications  and  concepts  that  are  well 
understood  by  the  maricet,  the  exporting  and  banking  community  can  have  a  high  degree  of 
confidence  in  our  transaction-specific  pricing  -  even  though  we  no  longer  routinely  commit  to 
fixing  our  pricing  in  advance  of  credit  assessment    Our  previous  practice  of  offering  fixed 
pricing  commitments  prior  to  credit  assessment  was  appreciated  by  exporters,  but  led  all  too 
often  to  unintended  or  unnecessary  costs  to  Ex-Im  Bank. 

For  pricing,  Ex-Im  Bank  has  adjusted  its  fee  structure  so  that  fee  income  now  covers  a 
greater  proportion  of  transaction  risk.    Simply  put,  the  higher  the  risk,  the  more  we  charge.  For 
transactions  in  or  near  the  lower  risk  investment  grades,  our  pricing  is  close  to,  and  often  more 
expensive  than,  the  pricing  of  market  finance.     However,  in  higher  risk  transactions,  major 
foreign  governments  persist  in  their  use  of  below-market  fees,  so  we  must  offer  broadly 
competitive  fees  to  ensure  that  U.S.  exporters  have  an  opportunity  to  compete  for  international 
contracts  on  their  commercial  merits.  As  indicated  above,  we  are  optimistic  that  international 
negotiations  may  succeed  in  increasing  export  credit  fees  on  a  multilateral  basis  to  reflect,  and 
compensate  more  fully,  for  risk.     Until  these  negotiations  succeed,  Ex-Im  Bank  must  balance 
the  need  to  maintain  broadly  competitive  financing  with  the  objective  of  reducing  budgetary 
costs. 
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I  want  to  emphasize  that  the  small  business  programs  are  open  to  transactions  of  all  sizes. 
There  is  no  lower  limit.  While  the  average  small  business  program  transaction  is  $1 .3  million  for 
our  Working  Capital  Guarantee  Program,  in  our  insurance  division  we  have  underwritten 
individual  deals  as  small  as  $50,000  . 

Also  in  this  regard,  I  want  to  emphasize  that  we  do  not  single  out  one  kind  of  transaction 
over  another  based  on  size,  company,  or  sector.  We  are  deal-driven  and  process  transactions  as 
they  are  submitted.  We  make  our  judgements  based  on  sound  credit,  economic,  and  technical 
criteria.  W<^  do  not  pick  winners  or  losers,  we  finance  sound  deals  that  would  be  lost  due  to 
subsidized  foreign  competition  or  the  private  sector's  inability  to  provide  the  financing.  We  do 
not  compete  with  the  private  sector.  If  the  private  sector  is  able  to  finance  a  transaction,  we  will 
step  back  fiom  the  deal. 
Project  Finance-Makinp  a  DifiFerence 

In  F Y'9S,  Ex-Im  Bank  approved  a  record  $2. 1  billion  in  project  finance.  In  this  type  of 
transaction,  repayment  is  based  on  project  revenues  rather  than  a  guarantee  of  the  debt  fix>m  the 
host  country  government  Properly  structured,  this  type  of  transaction  can  lower  the  risks  that 
would  otherwise  be  involved  in  transactions  in  risky  countries.  For  FY'9S,  the  average  budgetary 
cost  for  Project  Finance  deals  was  2%,  and  indeed  it  is  our  ultimate  goal  to  eventually  structure 
them  so  that  there  is  little  or  no  appropriation  required. 

Demand  for  this  financing  in  developing  countries  has  soared  in  recent  years,  stemming 
fit>m  the  governments'  emphasis  on  privatization,  the  need  to  reduce  sovereign  debt  obligations, 
and  projections  of  unprecedented  economic  growth  in  these  emerging  markets.  The  $2.1  billion 
financed  exports  to  eight  projects  in  countries  stretching  from  the  Philippines  to  Turkey  at  a 
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13 
U.S.  jobs  sustained  and  created.  For  every  dollar  appropriated  for  Ex-Im  Bank's  credit  programs, 
we  are  able  to  support  between  $17  and  $20  in  exports.  And  every  billion  dollars  of  exports 
sustains  about  16,000  U.S.  jobs.  That  means  that  for  FY's  1993  through  1995,  we  have 
supported  anywhere  firom  200,000  to  300,000  jobs  per  year. 
Conclusion 

Mr.  Chairman,  the  trends  are  immistakable  and  have  been  for  years.  Exports  will 
continue  to  be  crucial  to  the  economic  health  of  the  United  States,  and  the  markets  where  Ex-Im 
Bank  deals  are  the  world's  fastest-growing  export  markets.  The  competition  is  ferocious,  vvdth 
subventions  by  foreign  governments  boimd  to  continue  for  the  foreseeable  future.  The  world  is 
privatizing,  and  we  must  adjust  to  this.  There  may  be  biimips  in  the  road  ahead  regarding  buyers 
and  competitors,  even  severe  bumps,  but  the  United  States  cannot  let  itself  be  deterred  by 
temporary  setbacks.  Ex-Im  Bank  is  a  key  part  of  the  economic  arsenal  of  the  United  States,  and 
while  it  must  be  run  with  the  utmost  efiSciency,  it  must  continue  to  operate  because  we  are  in  a 
world  where  the  U.S.  cannot  afford  unilateral  economic  disarmament 

As  I  opened  with  a  quote  from  the  House  Appropriations  Committee  report  for  FY'95,  let 
me  close  with  another:  "OPIC  and  the  Export-Import  Bank  continue  to  be  vital  supports  for  the 
export  sectors  \^ch  sustain  America's  current  economic  growth,  but  both  institutions  should 
focus  on  activities  that  cannot  be  imdertaken  by  the  private  sector."  I  could  not  agree  more. 
Where  the  private  sector  is  able  to  supply  its  services,  you  will  not  find  Ex-Im  Bank.  Our  vital 
role  is  to  fill  the  g^s  where  the  private  sector  caimot  and  will  not  go.  In  doing  this,  we  are 
helping  to  lay  the  foundation  for  America's  economic  future. 
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Mr.  Callahan.  Thank  you. 
Mr.  Grandmaison. 


Mr.  Grandmaison's  Opening  Statement 

Mr.  Grandmaison.  Mr.  Chairman,  members  of  the  committee, 
thank  you  for  the  opportunity  to  be  here  with  you  this  morning.  As 
you  suggested,  Mr.  Chairman,  if  you  could  print  the  entire  re- 
marks, that  would  be  great.  What  I  could  do  is  focus  on  the  two 
specific  challenges  that  you  placed  before  TDA  when  we  met  last 
year. 

The  first  one  had  to  do  with  small  business.  The  chart  on  page 
4  of  our  testimony  illustrates  the  success  we've  had  in  considerably 
expanding  the  outreach  as  to  who  benefits  from  TDA's  program. 
You  will  note  that  in  Fiscal  Year  1995,  38  percent  of  our  program 
money  went  to  small  business,  as  compared  to  prior  years.  And 
that  percentage  is  increasing  year  by  year  by  year. 

There's  an  explanation  for  this;  it  is  because  about  two-and-half 
years  ago  we  began  an  outreach  effort  to  inform  small  businesses 
that  we  were  in  existence.  As  long  as  we  were  the  **best-kept  secret 
in  Washington,"  then  only  companies  who  were  aware  of  us  would 
seek  us  out.  We  have  reversed  that  by  mounting  a  monthly  out- 
reach effort — ^by  forcing  business  briefings  to  virtually  each  and 
every  orientation  visit  we  sponsor.  That  was  one  of  the  challenges 
you  placed  before  us,  and  we  are  pleased  with  the  progress  we  are 
making.  We  are  not  declaring  victory,  just  pleased  with  our 
progress  in  that  area.  And  I  am  optimistic  that  that  will  continue. 

The  second  challenge  you  placed  before  us,  Mr.  Chairman,  had 
to  do  with  bringing  greater  U.S.  private  sector  financial  involve- 
ment into  our  agency.  And  if  I  could  refer  you  to  page  6  of  the  testi- 
mony, where  we  lay  out  specifically  how  cost-sharing  has  increased. 
As  you  can  see,  in  Fiscal  Year  1995,  TDA  invested  something  in 
the  neighborhood  of  $70  million  worth  of  feasibility  studies,  actu- 
ally $68.7  million.  Of  that  amount,  $43.8  million  were  taxpayer  dol- 
lars, which  meant  that  we  received  immediate  support  from  the 
U.S.  private  sector  of  $22.3  million,  and  actually  in  some  cases 
cost-sharing  from  the  host  country  we  are  working  with  ($2.6  mil- 
lion). So  that  the  $43.8  million  of  taxpayer  money  had  the  imme- 
diate benefit  of  receiving  $25  million  of  additional  feasibility  stud- 
ies complemented  by  private  sector  and  host  country  participation. 

But  that  didn't  go  far  enough.  A  year  ago,  Mr.  Chairman,  you  an- 
nounced that  we  would,  as  of  May  1st,  begin  a  success  fee  or  reim- 
bursement program.  And  that  we  have  done.  And,  if  you  will,  we 
believe  we  have  done  it  aggressively.  On  page  8  of  the  testimony, 
we  show  that  since  May  1st,  67  percent  of  all  TDA  grants  for  fea- 
sibility studies  now  have  a  reimbursement  provision  attached  to 
them.  So  that  if  the  project  is  successful,  what  will  subsequently 
occur  is  that  the  U.S.  company  which  has  gained  substantially  by 
the  partnership  with  TDA  (on  behalf  of  the  U.S.  Government),  will 
return  those  monies  to  the  U.S.  Treasury. 

The  way  we  accomplish  this  widespread  application  of  the  "suc- 
cess fee"  is  that  rather  than  debate  internally  why  a  prospective 
grant  should  have  a  reimbursement  provision  attached  to  it,  we 
now  test  every  single  investment  the  opposite  way:  i.e.,  why 
shouldn't  we  require  reimbursement?  In  some  cases  requiring  reim- 
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bursement  does  not  make  sense;  for  example,  when  the  host  coun- 
try is  looking  for  an  independent  analysis,  and  the  person  doing 
the  work,  whatever  U.S.  company  they  may  choose,  has  no  subse- 
quent direct  benefit  from  the  study.  But  two-thirds  of  the  TDA 
grants  now  have  the  "success  fee"  provisions  to  them. 

If  I  could  refer  you  now  to  the  last  chart  on  page  2,  Mr.  Chair- 
man. What  it  attempts  to  lay  out  for  you  and  the  members  of  the 
subcommittee  are  the  projected  results  of  TDA's  investments  in  the 
coming  years.  In  Fiscal  Year  1995,  we  invested  $58.2  million  in  fea- 
sibility studies.  Looking  over  the  course  of  the  next  nine  years,  we 
project  that  these  investments  will  result  in  $1.8  billion  of  addi- 
tional facilitated  U.S.  exports.  So  for  the  $58.2  million,  we  would 
hope  to  get  $1.8  billion  worth  of  exports.  And  the  way  we  project 
forward  is  by  looking  backward.  For  every  TDA  dollar  that  has 
been  invested,  we  receive  a  30-to-l  return — exports  to  program  dol- 
lar— which  we  happen  to  believe  is  a  very,  very  good  return. 

We  invest  early,  Mr.  Chairman,  and  that  is  important  to  remem- 
ber. This  year  in  our  testimony  we  have  actually  included  a  project 
timeline  that  shows  that  TDA  is  involved  in  a  project  before  Ex- 
Im  or  OPIC  even  consider  making  their  respective  investments  and 
leveraging  their  support.  That  means  that  what  we  have  to  do  is — 
using  Tino's  poker  example,  we  have  to  come  to  the  table  with  a 
little  bit  of  taxpayer  money,  hopeful  that  we  can  cause  a  deal  to 
happen. 

We  thank  the  committee  because  what  has  happened  over  the 
past  year,  as,  hopefully  I've  been  able  to  demonstrate  to  you  this 
morning,  is  that  we  have  taken  your  constructive  criticism  and 
your  suggestions  to  heart  and  have  turned  them  into  reality.  We 
are  now  doing  better  among  small  business.  We  have  always  done 
well,  but  now  we  are  doing  better.  And,  secondly,  what  we  are  also 
doing  is  asking  the  U.S.  private  sector  to  further  invest  their  ef- 
forts with  us  in  terms  of  their  hard,  cold  cash,  through  basically 
cost-sharing  at  the  beginning  and  a  success  fee  when  it  works  out. 

Thank  you,  Mr.  Chairman. 

[The  statement  of  Mr,  Grandmaison  follows:] 
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Statement 

of 

J.  Joseph  Grandmaison 

Director  of  the  U.S.  Trade  and  Development  Agency 

Before  the  House  Appropriations  Committee 

Subcommittee  on  Foreign  Operations 

March  28, 1996 

Mr.  Chairman,  members  of  the  subcommittee.  I  am  delighted  to  be  here  to  discuss 
the  U.S.  Trade  and  Development  Agency's  mission  to  increase  jobs  here  at  home 
through  exports,  and  to  provide  you  with  details  on  our  work  as  it  relates  to  our 
appropriation. 

I  am  especially  pleased  to  be  part  of  today's  panel  that  includes  my  colleagues 
Ruth  Harkin  of  OPIC  and  Martin  Kamarck  of  the  United  States  Export-Import 
Bank.  As  key  members  of  the  Trade  Promotion  Coordinating  Committee,  we  are  a 
team  that  is  working  in  sync  to  help  U.S.  firms  meet  and  beat  fierce  foreign  com- 
petition for  projects  overseas. 

Today  I  would  like  to  briefly  explain  how  the  Trade  and  Development  Agency  — 
with  only  a  38-person  staff  —  leverages  its  appropriation  to  work  strategically 
with  other  trade  agencies,  our  ambassadors  abroad,  the  U.S.  Foreign  and 
Commercial  Service,  and  the  development  banks  to  erwure  that  American  firms, 
both  small  and  large,  effectively  compete  for  contracts  on  large  capital  projects 
throughout  the  world. 

We  at  TDA  take  a  great  deal  of  pride  in  our  ability  to  act  as  a  rapid  response 
team,  to  tap  commercial  opportimities  for  U.S.  firms  abroad,  and  to  be  responsive 
to  our  nation's  foreign  policy  objectives,  including  the  privatization  of  national 
industries  in  various  parts  of  the  world.  I  am  pleased  to  report  that  we  have  been 
enormously  successful  in  getting  the  job  done.  Since  1981,  we  have  been  associat- 
ed with  more  than  $7  billion  in  exports  —  or  nearly  $30  in  exports  for  every  dol- 
lar invested  in  TDA  activities. 

These  figures  are  program  investments  matched  against  confirmed  exports.  We 
are  assured  of  the  accuracy  of  these  numbers,  as  we  track  each  and  every  invest- 
ment we  make  from  start  to  finish. 

In  terms  of  employment,  the  $1.2  billion  in  exports  that  we  added  to  TDA's 
export  totals  last  year  are  supporting  more  than  20,000  American  jobs. 
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We  are  proud  of  these  statistics  which  are  due,  ir\  part,  to  the  manner  in  which 
the  agency  is  organized  and  managed,  and  how  it  operates.  In  many  ways,  TDA 
is  a  model  for  the  way  government  should  work:  we  have  low  overhead  (just 
eight  percent  of  obligations)  and  a  lean  level  of  staffing;  we  are  customer  service- 
oriented;  we  build  partnerships  with  the  private  sector  to  maximize  our  effective- 
ness; and  we  build  bridges  with  other  government  agencies.  In  fact,  we  recently 
were  cited  in  the  Wall  Street  Journal  as  "one  of  the  leanest  and  most  efficient 
agencies  we  have." 

In  Fiscal  Year  1995,  we  fvmded  a  record  430  activities  in  72  middle-income  and 
developing  nations,  laying  the  foundation  for  American  companies  to  get  in  on 
the  "ground  floor"  of  billions  of  dollars  in  industrial  and  infrastructure  improve- 
ments. We  expect  these  investments  to  result  in  $1.8  billion  in  U.S.  sales  over  the 
next  five  years. 


Protected    Export*    From    TDA't    FY    1998    ActWItIo* 
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In  Fiscal  Year  1996,  we  are  concentrating  our  activities  in  40  nations,  strategically 
targeting  our  efforts  so  that  we  can  obtain  the  greatest  bang  for  the  taxpayer  dol- 
lar by  becoming  a  strong  and  visible  advocate  for  American  business.  Our  efforts 
are  focused  in  Latin  America,  South  and  Southeast  Asia,  Eastern  and  Central 
Europe,  Africa,  and  the  New  Independent  States. 
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Getting  American  companies  iii  on  the  ground  floor  of  large  overseas  projects  is 
where  TDA  excels.  It  is  our  niche.  It  is  important  to  note  that,  unlike  OPIC  or  Ex- 
Im,  TDA  does  not  provide  project  financing  or  insurance;  we  get  involved  at  a  far 
earlier  stage.  Ex-Im  and  OPIC  come  in  once  the  project  is  proven  to  be  economi- 
cally sound. 

TDA,  on  the  other  hand,  often  is  there  when  the  project  is  in  the  concept  stage. 
TDA's  job  is  to  find  project  opportunities  that  would  not  move  forward  without 
our  govenunent  becoming  an  effective  partner. 

We  ensure  that  an  American  company  can  compete  for  a  project  when  it  is  in  the 
planning  stage.  If  U.S.  companies  are  not  there  when  a  project  is  in  the  develop- 
ment stage,  you  can  bet  we  will  not  be  in  contention  when  the  contracts  are 
drawn  up  to  supply  goods  and  services  to  implement  the  project. 

Furthermore,  without  govenunent  cooperation,  it  is  often  impossible  for  U.S. 
companies  to  win  contracts  for  these  multi-million  and  billion  dollar  projects. 
Remember  that  the  governments  of  every  other  industrial  nation  are  beating  the 
drums  for  their  companies,  many  of  which  are  govenunent-owned.  They  often 
throw  in  everything  including  the  kitchen  sink  to  ensure  they  win  contracts. 

While  the  American  business  community  does  not  expect  us  to  engage  in  the  lav- 
ish direct  product  marketing  that  officials  of  some  governments  consider  routine, 
it  does  expect  our  government  to  at  least  level  the  playing  field  so  the  private 
sector  can  compete  with  the  French,  the  Germans,  and  the  Japanese.  This  is  what 
the  U.S.  Trade  and  Development  Agency  is  all  about. 

Competition  for  the  estimated  $200  billion  in  capital  infrastructure  projects 
abroad  slated  for  the  next  few  years  has  never  been  more  fierce.  It  is  no  secret 
that  the  French,  Germar\s,  and  Japanese  have  long  recognized  the  importance  of 
"early  money."  That  is  why  they  are  plowing  far  greater  amounts  of  their  trade 
promotion  budgets  than  we  are  into  the  type  of  work  that  TDA  performs.  Japan's 
feasibility  study  budget  of  $250  million  is  nearly  six  times  that  of  TDA's.  The 
budgets  of  France,  Germany,  and  even  Canada  —  as  best  as  we  can  determine  — 
also  dwarf  ours  on  a  GDP  basis. 

Which  is  why  TDA  must  work  harder  and  smarter  than  our  foreign  competitors, 
and  leverage  the  dollars  that  we  do  have.  We  think  much  like  a  venture  capitalist, 
using  our  funds  for  projects  that  will  yield  maximum  payback  in  terms  of  jobs  for 
Americans. 
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These  orientations  visits  are  one  way  we  build  partnerships  with  the  private  sec- 
tor. During  the  past  several  years,  our  agency  has  taken  two  additional  creative 
approaches  to  leverage  our  budget  and  strengthen  our  relationships  with  the  pri- 
vate sector  on  a  project. 

First,  the  agency  has  become  more  vigilant  than  ever  with  its  policy  of  requiring 
the  cost-sharing  of  feasibility  studies.  Approximately  65  percent  of  our  agency's 
studies  were  cost-shared  in  FY  1995,  a  substantial  increase  from  years  past. 
During  the  1989-1991  period,  only  20  percent  of  TDA's  studies  required  cost  shar- 
ing. During  1992-1994,  the  portion  was  57  percent. 

Our  tj^ical  cost-sharing  arrangement  calls  for  a  participating  company  to  match 
TDA's  investment  in  the  study  for  a  50-50  split.  In  some  instances,  we  require  a 
greater  amount;  in  others,  less. 

By  requiring  companies  to  share  in  the  costs  of  feasibility  studies,  we  lower  the 
amount  of  funds  that  we  would  have  otherwise  had  to  commit  to  a  project.  This 
allows  us  to  support  a  greater  number  of  studies  and  other  activities,  thus 
increasing  U.S.  exports. 
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Requiring  a  company  to  kick  in  a  portion  of  the  cost  of  a  study  cements  their 
commitment  to  the  project.  It  also  increases  the  likelihood  that  they  will  perse- 
vere in  pursuing  the  project  through  to  implementation. 
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We  team  up  with  companies  that  have  never  exported  before  and  others  whose 
sole  business  is  exporting.  In  some  cases,  firms  come  to  us  to  support  their  efforts 
after  being  thwarted  by  a  roadblock  or  by  foreign  competition. 

But  in  most  instances,  we  discover  opportunities  and  move  swiftly  to  steer  them 
to  American  companies  —  opportunities  that  would  otherwise  have  been  lost, 
either  because  our  foreign  competitors  have  beaten  us  to  the  punch  or  because 
the  private  sector  would  not  have  discovered  or  developed  these  potential  busi- 
ness opportunities  without  our  help. 

While  we  work  with  large  companies  which,  in  turn,  offer  subcontracts  to  small 
businesses  for  equipment  and  services,  much  of  our  activity  directly  assist  small 
businesses  of  under  50  employees  One  hundred  percent  of  TDA's  Definitional 
Missions  and  Desk  Studies  are  completed  by  small  businesses.  Last  year  this 
accoimted  for  approximately  43  percent  of  our  program  activities. 

More  significantly,  in  FY  95,  small  businesses  already  have  secured  almost  40  per- 
cent of  the  feasibility  studies  awarded  to  date  —  a  dramatic  rise  from  years  past. 
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On  May  1st,  1995,  TDA  took  another  giant  step  in  fiscal  leveraging  and  private 
sector  cooperation.  At  the  suggestion  of  Congress,  TDA  instituted  a  reimburse- 
ment or,  as  we  call  it,  a  "success  fee"  program  to  recoup  the  costs  of  U.S. 
Government  investments  in  projects  that  lead  to  significant  exports.  This  reim- 
bursement program  is  an  innovative  way  of  recovering  investments  from  projects 
that  result  in  what  we  deem  to  be  a  "significant  economic  success."  Two-thirds  of 
the  feasibility  studies  we  have  approved  since  implementing  the  program  include 
the  success  fee  requirement. 

I  should  note  the  new  success  fee  program  has  not  had  an  impact  on  our 
increased  demands  for  cost-sharing  on  studies.  In  most  cases,  we  require  both 
cost-sharing  and  reimbursement  in  order  to  leverage  taxpayer  dollars  on  a  pro- 
ject. 

We  are  most  pleased  with  our  progress  in  aggressively  implementing  the  "success 
fee"  program.  But  not  all  our  studies  have  this  provision,  and  that  is  because 
many  of  our  studies  are  conducted  by  firms  that  will  not  receive  any  significant 
work  from  the  project  after  the  study  is  complete.  Typically  these  are  engineering 
firms  that  provide  a  critical  link  between  early  U.S.  investment  in  project  plan- 
ning and  the  resulting  sales  of  U.S.  goods  and  services  once  the  project  is  imple- 
mented. These  firms  influence  what  products  and  services  are  used  in  a  project 
by  specifying  in  the  feasibility  study  technology  and  equipment  options  for  pro- 
curement. 

Let's  take  a  closer  look  at  how  the  success  fee  program  works  and  what  effect  it 
would  have  on  TDA's  budget. 

First,  it  is  critical  when  looking  at  the  fiscal  impact  of  the  success  fee  program  to 
underscore  that  TDA  gets  in  at  the  earliest  stage  of  a  project.  There  is  a  consider- 
able lag  time  between  TDA's  involvement  and  when  the  project  results  in  exports. 
Though  we  are  optimistic  that  the  "success  fee"  program  will  bring  a  return  to  the 
U.S.  Treasury,  this  will  take  many  years. 

Let's  use  the  example  of  an  airport.  The  time  it  takes  from  when  the  facility  is  a 
glimmer  in  the  eye  of  a  developer  to  when  the  first  plane  takes  off  is  often  many, 
many  years.  The  development  of  large  infrastructure  projects  is  often  delayed  for 
financial  or  political  reasorxs.  This  is  especially  true  in  developing  nations  where 
available  financing  is  frequently  a  problem.  For  most  of  our  investments  — 
whether  it  be  an  oil  and  gas  development  or  a  waste  water  facility  —  it  can  take 
anywhere  from  two  to  seven  years  for  the  project  to  be  implemented.  Sometimes 
more.  Therefore,  though  the  paybacks  on  these  investments  are  substantial,  they 
do  take  time. 
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The  point  here  is  that  there  will  not  be  "instant  gratification"  from  the  success  fee. 
As  TDA  makes  its  mark  early  in  a  project's  life  cycle,  the  success  fee  would  not  be 
triggered  until  several  years  down  the  road. 


Pro|«ct«d   Rapaymanti   on   TDA   Suee«»«   Fm   Pra|*cM 
Sine*   InttlMlen   Of   Tlw   Succm*    Fm   Program 


tj.ooo.soo  . 


$1,000,000  • 
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In  fact,  we  expect  to  see  the  first  reimbursements  from  "success  fee"  projects  we 
currently  have  in  our  pipeline  in  FY  1999,  at  the  earliest.  Initial  reimbursements 
to  the  "success  fee"  program  will  be  marginal  because  only  a  few  projects  reach 
maturity  early.  The  majority  of  reimbursements  from  these  projects  will  come  in 
fiscal  years  2000,  2001,  and  2002.  Similarly,  projected  exports  from  success  fee 
projects  also  will  occur  in  those  years. 

As  more  and  more  projects  reach  the  stage  where  they  begin  to  produce  exports, 
and  as  new  projects  enter  the  pipeline  each  year,  we  expect  the  average  amount 
of  recouped  funds  annually  to  stabilize  at  a  higher  level. 

Through  both  the  cost-sharing  and  "success  fee"  requirements  on  TDA-fujided 
feasibility  studies,  the  agency  is  recouping  program  costs  at  both  ends  -  upfront 
through  cost-sharing,  and  at  the  back  end  through  the  "success  fee"  program 
when  projects  are  a  success. 


It  is  easy  to  understand  then  why  TDA  cannot  become  self-sustaining  through  the 
"success  fee"  program.  By  definition,  the  reimbursement  only  is  triggered  if  the 
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project  is  a  success.  We  cannot,  nor  do  we  expect,  to  win  every  project  we  invest 
in,  particularly  when  our  foreign  competitors  have  far  greater  funds  to  assist 
their  companies  in  these  markets.  One  of  every  three  projects  that  we  invest  in 
ends  up  producing  exports  —  a  record  of  which  we  are  quite  proud.  In  fact,  a 
leading  U.S.  firm  recently  testified  in  another  House  committee  that  just  one  of  10 
of  their  feasibility  studies  is  a  success. 

To  recover  all  of  our  program  investments  would  force  TDA  to  invest  in  projects 
that  U.S.  companies  already  have  locked  up.  This  would  fundamentally  change 
our  mandate  and  reduce  our  ability  to  help  U.S.  companies  compete. 

Mr.  Chairman,  we  ask  that  you  and  your  colleagues,  in  considering  TDA's  FY97 
budget  recognize  that  the  "success  fee"  program  has  just  begun.  We  believe  it  will 
yield  results  and,  in  time,  return  substantial  sums  to  the  Treasury.  We  would 
respectfully  suggest  that  we  have  aggressively  and  responsibly  followed  through 
on  the  commitment  you  asked  of  us  last  year  at  this  hearing. 

For  FY  97,  we  are  requesting  $40  million,  and  $5  million  in  transfers  from  the 
Freedom  Support  Act.  We  do  so  mindful  that  the  Congress  demands  that  the 
investment  it  makes  in  our  agency  yield  results.  We  are  producing  significant 
results  in  terms  of  U.S.  exports  and  jobs.  And  we  are  also  doing  our  best  to 
stretch  our  dollars,  to  work  in  concert  with  the  private  sector,  and  to  make  sure 
every  penny  is  well  spent. 

We  look  forward  to  working  with  the  Subcommittee  to  make  our  programs  even 
more  effective  and  responsive,  and  to  continue  our  tradition  of  being  irmovative, 
flexible,  and  responsive  to  the  American  business  community. 
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Mr.  Callahan.  Thank  you. 

One  of  these  days  when  we  have  a  week  off,  I'm  going  to  total 
up  all  of  the  jobs  and  all  of  the  dollars  that  all  of  these  agencies 
tell  us  that,  as  a  result  of  their  contributions  and  effort,  they  cre- 
ate, and  then  I'm  going  to  compare  it  to  the  Gross  National  Prod- 
uct. [Laughter.] 

I  think  we're  going  to  have  another  deficit  here.  [Laughter.] 

What  I'm  saying  is  all  of  them,  IDA,  the  World  Bank,  all  of  them. 
You  know,  they  come  in  and  they  talk  as  you  did — and  I'm  sure 
yours  is  accurate.  [Laughter.] 

EXPORT  ENHANCEMENT 

A  hundred  and — $1.8  billion — ^but,  anyway,  I  appreciate  your 
statements,  and  I  think  you  are  doing  a  great  service  toward  ex- 
ports and  creation  of  jobs,  and  it's  misunderstood.  And  I've  ex- 
pressed to  you  and  to  the  committee,  and  to  most  everybody  in  this 
room,  that  I'm  hopeful  that  the  leadership  will  see  right  sometime 
in  the  future  to  divorce  you  from  foreign  aid,  because  I  don't  con- 
sider what  you're  doing  as  foreign  aid.  I  consider  it  export  enhance- 
ment. And  I  think  that  we  ought  to  have  a  title  in  our  bill  that's 
titled  "Export  Enhancement,"  and  that  the  media  ought  not  to  be 
reporting  contributions  to  the  three  of  you  as  foreign  aid,  because 
it  is  not. 

The  American  people  do  not  understand  foreign  aid.  They  under- 
stand, through  the  media  reports,  that  we're  spending  about  15  to 
20  percent  of  every  dollar  that  we  have  on  foreign  aid.  They're  fully 
aware  that,  if  you  cut  congressional  salaries  and  cut  out  foreign 
aid,  you'd  balance  the  budget.  [Laughter.] 

We  know  better,  and  it's  sad  that  they  feel  that  way.  You  know, 
the  look  on  the  faces  of  people  when  you  tell  them  that  our  entire 
bill  has  less  than  1  percent  of  the  entire  budget,  they  look  at  you 
rather  in  disbelief.  And  when  you're  on  a  talk  show,  especially  a 
television  or  radio  talk  show,  you  can't  see  the  expressions,  but  I 
can  imagine  some  guy  sitting  in  front  of  the  TV  hearing  me  say 
that  foreign  aid  is  now  less  than  eight-tenths  of  1  percent,  and  he's 
chewing  on  his  pretzel  and  drinking  his  beer  and  saying,  **Yeah, 
lying  politician;  he's  not  telling  the  truth." 

And  then  if  you  are  able  to  convey  to  the  people  the  fact  that 
we're  competing  in  a  global  economy,  and  that  in  your  case  prob- 
ably, TDA,  that  Japan's  spending  10  times  what  we  are  on  this 
same  t5T)e  of  agency,  and  you  wonder  why  Japan's  exports  are  in- 
creasing and  you  wonder  why  they're  successful. 

So  it's  a  complicated  thing,  but,  still,  with  all  of  the  justification, 
we  can  all  stand  some  improvement,  and  you're  going  to  be  scruti- 
nized by  the  public  and  by  the  Congress,  and  one  slip  makes  no  dif- 
ference what  good  you  did.  If  you  charter  one  airplane,  as  did  IVIrs. 
O'Leary  to  go  to  Africa,  that  belongs  to  a  rock  star,  it's  a  total  dis- 
credit. From  that  point  forward,  they  don't  trust  you;  they  think 
that  you're  doing  everything  that  way. 

We're  going  to  get  into  the  budget,  into  some  of  your  requests. 
Your  expenses,  IVIs.  Harkin,  you  explained  it  briefly,  your  operating 
expenses  were  a  little  higher  percentage-wise  than  others,  but,  nev- 
ertheless, you  did  explain  part  of  that. 
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PRIVATIZATION 


With  respect  to  privatization,  I  know  that  there  are  some  Mem- 
bers who  want  total  privatization  of  OPIC,  but  I  don't  think  that's 
the  right  way  to  go.  I  think  we  need  to  joint-venture  with  private 
resources.  There's  a  lot  of  money  here  in  this  country  in  pension 
funds  and  in  others  that  could  provide  some  source  of  cooperative 
effort  with  the  guarantee  of  the  Federal  Government  to  utilize  a 
portion  of  their  resources;  it  takes  away  some  of  the  need  to  utilize 
Ex-Im  Bank  monies,  for  example. 

PENSION  FUNDS 

And  if  there  is  some  way  we  could  begin  to  cooperate  with  the 
pension  funds — I  think  you  and  I  have  discussed  pension  funds — 
in  particular,  whereas  the  pension  funds  could  put  up  the  guaran- 
tee of  money  and  go  to  a  bank  with  the  pension  fund  guarantee, 
with  you  underwriting  through  OPIC  the  Government  protection 
that  they  need,  I  think  with  that  type  of  involvement  of  the  private 
sector  money,  it  would  give  us  more  leverage.  And  so  I  want  you 
to  continue  to  look  in  that  direction. 

As  I  talked  to  you  on  the  phone  yesterday,  we  have  not  yet  fully 
read  your  report.  I  intend  to  take  that  report  to  the  Members  of 
Congress  that  I  know  have  such  disdain  for  your  types  of  operation 
and  try  to  convince  them  of  the  fact  that  you  do  a  great  deal  of 
good,  regardless  of  what  they  erroneously  think. 

So,  with  that,  I'm  going  to  turn  to  Mr.  Torres  and  see  if  he  has 
any  questions. 

Mr.  Torres.  Thank  you,  Mr.  Chairman.  I  appreciate  your  com- 
ments. I  think  that  much  of  what  you  said,  the  misconceptions  of 
the  public  about  foreign  aid  and  this  kind  of  a  program  are  greatly 
exaggerated,  and  I'm  glad  to  hear  you  set  the  record  straight  on 
that  question. 

I  looked  at,  Mr.  Kamarck — is  that  your  name,  sir 

Mr.  Kamarck.  Yes. 

FOREIGN  COMPETITION 

Mr.  Torres  [continuing].  Your  statement  that,  since  1993,  Ex-Im 
Bank  has  made  a  concerted  effort  to  reach  out  to  small  businesses, 
and  you've  met  with  real  success.  In  fact,  you  cited  that  in  Fiscal 
Year  1995,  your  support  for  small  businesses  accounted  for  almost 
80  percent  of  Ex-Im  Bank  transactions. 

Moreover,  as  I  look  at  your  testimony,  you  indicate  that  you  are 
deal-driven.  You  process  transactions  as  they  are  submitted.  You 
make  judgments  based  on  credit,  on  technology,  on  economic  terms. 
You  don't  pick  winners  or  losers.  You  finance  sound  deals  that 
would  be  lost — I  want  to  say  "lost" — due  to  subsidized  foreign  com- 
petition. 

And,  yet,  I  know  of  a  small  business  in  my  area  of  the  country 
who's  been  very  successful  here  in  this  country.  They  do  work  for 
the  FAA  in  major  instrumentation.  And  they  could  not  win  a  con- 
tract or  a  bid,  let's  say,  in  Indonesia  because  Siemans,  the  German 
company — Siemans  is  German,  isn't  it 

Mr.  Kamarck.  Yes,  it  is. 
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Mr.  Torres  [continuing].  Subsidized,  really  beat  them  to  the 
deal.  Why  does  that  happen?  I  mean,  do  we  not,  as  you  say,  come 
in  and  attempt  to  reinforce  their  position,  their  bid  process,  their 
price? 

BIDDING  PROCESS 

Mr.  Kamarck.  It's  always  difficult  to  know  why  any  particular 
deal  has  been  lost.  I'm  heartened  that  the  volume  of  dollar  applica- 
tions to  Ex-Im  Bank  has  gone  up  as  steeply  as  it  has,  35  percent 
from  1994  to  1995,  because  that  shows  that  more  American  busi- 
nesses are  trying  to  win  these  bids.  Inevitably,  that  means  more 
business  will  be  won  by  U.S.  companies.  But  the  first  hurdle,  is 
getting  U.S.  businesses  sophisticated  about  foreign  markets  and 
about  foreign  market  norms  and  bidding  procedures,  so  that  they 
can  participate  at  the  front  door. 

ADVOCACY 

The  second  issue,  of  course,  is  simply  advocacy.  We  all  know  and 
see  every  day  in  the  world  markets  how  aggressive  and  effective  all 
of  our  major  trading  competitors  are  at  the  governmental  level  in 
supporting  and  advocating  exports  for  their  exporters.  And,  in  fact, 
Grermany  and  Siemens  is  a  good  case  because  it  shows  how  one  of 
the  strengths  of  the  American  economy  can  be  in  this  narrow  con- 
text a  disadvantage.  Often  what  we  see  is  behavior  that  indicates 
that  foreign  governments  have  targeted  particular  deals  for  par- 
ticular companies,  and  that's  easy  if  you're  the  Grerman  govern- 
ment and  you  decide  that  Siemens  should  get  this  contract. 

But,  in  the  United  States,  with  its  larger  and  more  diverse  econ- 
omy there  is  a  sound  policy  of  not  picking  which  companies  we  are 
going  to  support.  This  means  we  have  smaller  companies  compet- 
ing against  other  U.S.  companies,  small  and  large.  For  instance,  we 
may  have  Westinghouse  competing  against  General  Electric  on  an 
export  sale,  and  it  would  not  be  a  good  thing  for  Ex-Im  Bank  to 
match  what  the  German  Export  Credit  Agency  might  do.  Under 
this  scenario,  it  would  require  Ex-Im  Bank  from  the  very  first  day 
to  go  in  side-by-side  with  Siemens  and  its  foreign  government  sup- 
port saying,  this  is  the  deal  we  are  supporting.  Instead,  we  have 
to,  provide  this  support  through  our  letters  of  interest  to  all  U.S. 
bidders  and  then  reserve  our  strongest  advocacy  in  terms  of  getting 
the  deal  done  once  a  U.S.  bidder  wins  the  deal.  Because  we  don't 
want  to  influence  the  foreign  buyer's  decision  among  the  U.S.  bid- 
ders; we  do  not  make  those  choices,  as  some  of  our  European  and 
Japanese  competitors  do. 

RESOURCES 

The  third  thing  is  that  there  is  just  generally  greater  resources 
devoted  to  supporting  export  promotion  and  export  financing  efforts 
by  foreign  governments.  The  chairman  referred  to  the  discrepancy 
between  the  budgets  for  the  governmental  support  for  the  Japanese 
equivalent  of  TDA  and  our  TDA.  Our  statistics  showed  that  of  the 
G-7  countries — the  major  industrialized  competitors  in  the  world 
markets  in  terms  of  dollar  levels  of  governmental  support  through 
export  finance — the  U.S.  ranks  sixth  out  of  the  seven.  And  so  we 
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obviously  operate  to  some  extent  at  a  disadvantage  in  terms  of 
more  constrained  resources. 

But,  if  you  allow  for  those  three  factors,  it  is  still  remarkable 
how  successful  our  exporters  perform,  and  they  do  it  because  of  the 
quality  of  their  products  and  services. 

Mr.  Torres.  Thank  you.  Mr.  Grandmaison,  is  it? 

Mr.  Grandmaison.  Yes. 

OUTREACH 

Mr.  Torres.  You  indicated  that  the  efforts  of  your  agency  regard- 
ing outreach  to  small  businesses  probably  were  the  same,  or  al- 
most, I  heard  as  the  percentage  that  Mr.  Kamarck  indicated.  How 
does  the  word  get  out  to  them?  How  do  you  reach  them? 

TRAINING  SESSIONS  FOR  SMALL  AND  MEDIUM-SIZED  BUSINESSES 

Mr.  Grandmaison.  Well,  first  of  all,  Mr.  Congressman,  the  word 
didn't  get  out,  which  was  the  original  problem.  But  now  we  are, 
hopefully,  reversing  that.  The  word  now  gets  out  in  several  ways. 
TDA  has  gone  out  of  its  way  to  have  a  training  session  someplace 
in  the  country  almost  every  month,  specifically  for  small  and  me- 
dium-sized businesses.  In  most  of  those  cases  OPIC,  Ex-Im,  the  De- 
partment of  Commerce,  and  TDA  cooperate  to  maximize  our  gov- 
ernment resources  to  actually  train  companies  as  to  what  is  avail- 
able to  them.  I.e.  how  can  a  small  company  like  the  one  you  men- 
tioned employ  our  programs  in  its  marketing  strategy  to  compete 
with  the  type  of  force  it  faced  specifically  in  Indonesia? 

In  addition  to  training  sessions,  what  TDA  does  is  to  bring  over 
almost  one  foreign  delegation  a  week  on  an  "orientation  visit." 
These  visits  include  individuals  foreign  purchers,  in  a  buying  mode 
who  more  often  than  not,  have  put  out  a  tender  offering.  We  invite 
them  over  to  meet  with  small  companies,  primarily,  but  large  as 
well  to  inform  the  companies  of  projects  they  should  be  pa3dng  at- 
tention to. 

Here  is  just  another  example  of  what  we  do.  And  this  is  where 
small  and  medium-sized  businesses  benefit  the  most.  TDA  recently 
conducted  an  analysis  of  the  pending  sector  loans  at  the  EBRD  and 
World  Bank  in  the  transportation  and  energy  sectors.  These  are 
approved  loans  in  the  pipeline  of  the  banks.  We  have  identified  the 
50  projects,  actually  50  project  sponsors,  that  we  will  be  inviting 
to  the  United  States  as  our  guests  in  the  middle  of  May.  Now  they 
will  represent  $21  billion  worth  of  purchasing  opportunities  for 
U.S.  companies.  So  this  is  a  perfect  example  of  our  outreach  efforts. 

We  work  through  trade  associations.  We  try  to  inform  the  small 
business  community  that  if  they  attend  a  conference  such  as  this, 
we  will  schedule  on  their  behalf  one-on-one  meetings  with  the 
project  sponsors.  They  are  the  buyers,  real  buyers,  for  projects  for 
which  the  loan  is  already  approved  by  that  multi-national  develop- 
ment bank.  This  is  wholesaling  in  the  best  sense  of  the  word.  This 
is  where  a  company  is  going  to  spend  three  days  and  maybe  $1,000 
in  plane  costs  and  other  expenses,  to  sit  down  with  four  or  five  key 
project  sponsors  who  are  going  to  be  buying  products. 

What  we  have  tried  to  do — because  we  are  respectful  of  the  pres- 
sures put  upon  you  when  it  comes  to  appropriations — we  have  tried 
in  many  cases  to  use  our  money  with  a  bit  more  creativity.  This 
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is  an  example  that  cost  us  approximately  the  same  amount  of 
money  as  a  feasibility  study  to  do  and  do  well  something  like 
$200,000.  If  there  is  any  company  in  your  district  which  you  be- 
lieve should  be  invited  to  something  like  this,  we  would  be  more 
than  willing  to  write  to  them  on  your  behalf  and  invite  them.  This 
is  the  type  of  wholesaling  that  is  relatively  new  for  us  but  is  begin- 
ning to  pay  handsome  dividends. 

Mr.  Torres.  Well,  I  bet  you're  glad  I  asked  the  question. 

Mr.  Grandmaison.  Yes,  I  am.  [Laughter.] 

I'm  also  glad  I  picked  those  brochures  off  my  desk  this  morning. 
There  will  be  a  similar  event  in  San  Francisco  by  the  way,  Ms. 
Pelosi,  on  June  24,  25,  and  26,  focusing  on  the  Asean  countries,  in 
again,  the  transportation  and  energy  sectors. 

Ms.  Pelosi.  That's  found  right  after  the  Mobile  one,  right? 
[Laughter.] 

Or  right  before?  Either  it  is  or  it  will  be.  [Laughter.] 

Mr.  Grandmaison.  It's  important  not  to  let  pride  enter  into  it. 
Yes,  we  will.  [Laughter.] 

Mr.  Kamarck.  Joe,  the  one  you  invited  me  to  was  in  St.  Louis. 

G-7  structure 

Mr.  Torres.  Well,  Mr.  Chairman,  I  think  I've  probably  ex- 
hausted my  time.  My  point  was  simply,  though,  that  with  this  kind 
of  apparatus— OPIC,  the  USTDA  and  Ex-Im  Bank— with  all  this 
fortitude  and  technical  and  financial  backup,  we're  still  No.  6  in 
the  G— 7  structure  and  I  think  that  we  ought  to  improve  upon  that; 
and  improve  upon  my  constituents,  New  Bedford  Panoramix,  who 
bid  on  this  contract,  had  everything  going,  yet  couldn't  make  the 
cut 

I  yield  back  my  time,  Mr.  Chairman 

Mr.  Callahan.  I'm  going  to  yield  to  Ms.  Pelosi  because  she  has 
another  committee  meeting,  and  since  our  ranking  Democrat  was 
late,  this  will  teach  him  a  lessson.  [Laughter.] 

Mr.  Wilson.  My  daughters.  [Laughter.] 

Ms.  Pelosi.  He's  incorrigible.  I  think  it's  too  late.  [Laughter.] 

Mr.  Chairman,  thank  you  very  much.  We  have  the  conjference  on 
Labor,  Health,  and  Education  now  and  it's  going  on  and  on  and  on, 
and  I  will  have  to  run  off.  So  I  appreciate  your  giving  me  this 
chance  to  ask  the  questions. 

I  was  very  delighted  to  hear  what  you  had  to  say  earlier,  Mr. 
Chairman,  about  the  misunderstanding  in  the  public  about  the  im- 
portance of  what  we  do  here  and  the  misunderstanding  the  public 
has  about  the  percentage  of  our  budget  that  is  spent  on  a  particu- 
lar function.  I  also  was  pleased  to  hear  you  say  that  we  should  con- 
sider what  we  do  for  export  finance  and  insurance  guarantees  to 
be  considered  separate  from  our  foreign  aid.  And  I  concluded, 
therefore,  that  perhaps  under  your  leadership  we  could  explain  to 
the  public  that  we'll  stay  at  about  the  same  figure  for  foreign  aid 
next  year  but  we  will  have,  say,  $1  billion  on  the  side  for  export 
finance.  I  think  under  your  leadership  that  would  be 

Mr.  Callahan.  You're  close.  [Laughter.] 

Ms.  Pelosi.  In  any  event 

Mr.  Callahan.  You're  within  the  10  percent  range.  [Laughter.] 
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EX-IM  PROJECTS  AND  THE  ENVIRONMENT 

Ms.  Pelosi.  Once  again.  Before  I  was  on  the  Appropriations 
Committee,  I  was  on  the  Banking  Committee,  including  the  Inter- 
national Banking  Subcommittee  which  authorized  the  European 
Bank  for  Reconstruction  and  Development.  At  that  time  I  had  a 
particular  amendment  to  the  International  Banking  Act  on  the  en- 
vironment. I'm  very  interested  in  what  you  all  have  had  to  say 
about  your  projects  being  environmentally-sound. 

I  also  am  impressed  by  the  focus  that  you've  had  on  small  busi- 
nesses because  I  think  that  is  critically  important  for  small  to  mod- 
erate-sized businesses,  women  and  minority-owned  businesses.  It  is 
not  only  a  good  idea  in  terms  of  our  own  economy,  but  it  also  helps 
people  be  aware  of  what  you  are  doing  and  helps  them  understand 
why  it  is  important  for  us  to  commit  the  funds  to  it.  I  come  from 
a  city  that  was  built  on  trade  in  the  era  of  the  clipper  ships  and 
Mr.  Torres  being  from  California  does  too.  Well,  we're  all  coastal 
here,  actually.  But,  as  you  know,  San  Francisco  has  a  full  apprecia- 
tion for  this  and  I'm  so  glad  one  of  Mr.  Grandmaison's  meetings  is 
going  to  be  in  San  Francisco. 

I  want  to  also  take  a  moment  to  say  how  well-represented  I  think 
we  are  with  the  people  who  head  up  these  three  particular  agencies 
because  they  appreciate  what  their  job  is  and  take  it  very  seriously. 
They  enhance  the  standing  of  their  institutions.  Having  said  all  of 
that,  I  did  have  a  few  questions,  Mr.  Chairman. 

First  of  all,  I  want  to  thank  Mr.  Kamarck,  or  President  Kamarck, 
for  sending  me  the  environmental  report  on  the  Three  Gorges  Dam. 
I  certainly  am  looking  forward  to  the  decision  that  the  Ex-Im  Bank 
is  going  to  make  on  that  project.  We've  had  time  to  talk  about  that 
individually.  I  won't  go  into  detail  because  time  does  not  allow,  but 
could  you  tell  me  how  much  closer  you  are  to  a  decision  on  that? 

Mr.  Kamarck.  Yes.  The  staff  is  working  on  revising  its  memoran- 
dum of  recommendations  that  will,  in  due  course,  come  to  the 
Board  of  Directors.  I  don't  know  when  that  process  will  be  com- 
pleted; but  I  don't  believe  it  will  take  a  long  time.  As  soon  as  they 
tell  me  that  they're  ready,  it  will  be  scheduled  on  the  next  Board 
agenda  assuming,  obviously,  that  we  have  a  quorum  of  the  Board 
and  that  the  staff  members  responsible  for  the  cases  are  going  to 
be  there  to  make  their  case.  It's  an  important  and  difficult  case  and 
we  want  to  make  sure  we  have  the  fullest  consideration  of  the  is- 
sues. 

TIED-AID  PROJECTS 

Ms.  Pelosi.  You  mentioned  in  your  statement  that  in  your  tied- 
aid  projects,  we  do  not  initiate  them;  we  only  match  tied-aid  offers. 
Could  you  tell  me  what  the  other  countries  are?  Are  they  the  pre- 
dictable Grermany,  France,  Japan? 

Mr.  Kamarck.  Those  whom  we  see  regularly,  you  mean,  in  the 
marketplace  making  these  sorts  of  offers? 

Ms.  Pelosi.  Let  me  be  more  precise,  then.  You  said  that  we've 
only  authorized  four  tied-aid  transactions  and  three  of  them  were 
different  components  of  one  transaction  in  China  for  which  we  au- 
thorized $8.7  million  using  $1.2  million  in  tied-aid  support.  Do  you 
know  who  the  competitors  were  there? 
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Mr.  Kamarck.  I  don't  remember  the  nationalities  but  I  can  get 
that  for  you  easily. 

[The  information  follows:] 

There  were  three  medical-China  cases,  and  a  group  of  Austrian  firms  were  the 
competitors  for  all  three. 

Ms.  Pelosi.  I'd  appreciate  that. 

MORATORIUM  AGAINST  BUSINESS  IN  CHINA 

Another  subject  I  want  to  bring  up,  Mr.  Chairman.  It's  not  the 
discretion  of  Mr.  Kamarck,  this  is  something  that  was  handed  to 
him,  but  since  he  is  in  charge  I  want  to  ask  him  about  the  sanc- 
tions, or  the  possible  sale  by  China  of  ring  magnets  to  Pakistan 
and  the  30-day  moratorium  on  your  considering  loans.  My  under- 
standing is  that  the  State  Department  expects  that  the  moratorium 
would  continue  until  you  heard  from  the  Secretary,  but  you  all 
have  decided  that  the  30  days  is  up  so  you  can  proceed.  Is  that  cor- 
rect? 

Mr.  Kamarck.  That  is  corect — I  must  say  we  have  had  no  further 
requests  from  the  State  Department.  They  understand  our  position. 
We  had  a  voluntary  agreement  not  to  consider  China  business  at 
the  Board  level  for  a  30-day  period  while  sensitive  bilateral  nego- 
tiations or  fact-findings  were  going  forward.  This  voluntary  agree- 
ment expired  last  Saturday,  and  we  have  returned  to  normal  busi- 
ness with  respect  to  carrying  out  our  charter  obligations. 

Ms.  Pelosi.  While  none  of  us  believes  everything  we  read  in  the 
paper,  it  was  in  the  paper  yesterday.  It  said,  "While  we  have  not 
requested  an  extension  on  this  moratorium,  it's  certainly  appro- 
priate for  Ex-Im  to  maintain  the  moratorium  until  the  administra- 
tion has  a  chance  to  talk  to  Mr.  Qichen  and  decide  on  any  further 
steps."  This  was  Nicholas  Burns  speaking  for  the  State  Depart- 
ment. But  they  haven't  communicated  anything  to  you? 

Mr.  Kamarck.  No,  they  have  not. 

Mr.  Wilson.  Nancy,  would  you  yield  to  me? 

Ms.  Pelosi.  Sure. 

Mr.  Wilson.  Are  you  complaining  about  the  policy  towards 
China  or  towards  Pakistan  or  towards  both? 

Ms.  Pelosi.  I'm  not  complaining.  I'm  just  asking  a  question. 

Mr.  Wilson.  But  I  was  trying  to 

sanctions  on  nuclear  technology 

Ms.  Pelosi.  No,  it's  neither.  It's  not  country-directed.  My  concern 
is  that  the  Congress  has  passed  a  law  about  sanctions  on  particular 
behavior  about  the  transfer  of  nuclear  technology.  The  administra- 
tion, as  an  interim  measure,  asked  the  Ex-Im  Bank  for  30  days  not 
to  process  loans,  if  that's  the  proper  expression.  My  concern  with 
the  Secretary  of  State,  which  I  brought  up  with  him  yesterday,  is 
that  if  we're  going  to  have  sanctions  on  nuclear  proliferation  as  we 
do,  if  we  don't  follow  through  with  it,  they  become  meaningless. 
When  they  decide  what  the  level  of  verification  is  that  the  trans- 
action has  taken  place,  then  they  have  to  make  a  decision.  They 
address  the  two  countries  differently:  one  for  buying  it  and  using 
it  in  a  certain  way  and  the  other  one  for  selling  it.  There  are  dif- 
ferent sanctions  for  each  and  some  sanctions  in  common  that  apply. 
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Mr.  Wilson.  That's  what  I  was  driving  at. 

Ms.  Pelosi.  Yes.  And  I'm  really  more  into  the  nonproliferation 
mode  right  now  than  the  China-Pakistan  mode.  I  wanted  to  under- 
stand clearly  what  the  communication  was  from  the  administration 
to  Ex-Im  on  this.  As  I  say,  I'm  sure  Mr.  Kamarck  did  not  ask  for 
this  problem.  The  Congress  wrote  the  proliferation  law,  but,  as  I 
said  to  the  Secretary  yesterday,  there  is  no  need  for  us  to  have 
sanctions  if  they're  not  considered  a  credible  threat  and  if  nobody 
thinks  that  we're  ever  going  to  implement  them.  In  that  case,  we 
should  have  different  sanctions  which  may  be  appropriate  because 
people  would  understand  that  we  would  follow  through  with  them. 

Mr.  Kamarck  is  caught  in  the  crossfire  on  this  and  I  understand 
that,  but  I  just  wanted  a  clarification  because  perhaps  Nicholas 
Bums  was  speaking  without  authority  when  he  said  that  the  ex- 
pectation was  that  you  all  would  not  be  processing  the  loans. 

Mr.  Chairman,  my  concern  is  that  we  cannot  say  to  a  country: 
our  policy  is  that  you  cannot  proliferate  nuclear  weapons  tech- 
nology and  transfer  nuclear  technology;  however,  if  we  have  an  eco- 
nomic interest  there,  then  nuclear  technology  is  a  little  less  impor- 
tant to  us.  If  you're  any  old  country,  you'd  better  not  do  it,  but  if 
you're  a  place  where  we  want  to  do  business,  then  nuclear  tech- 
nology is  therefore  less  dangerous  all  of  a  sudden.  There  were  ap- 
plicable sanctions  on  the  transfer  of  advanced  missile  technology  to 
Pakistan,  and,  indeed,  to  Iran,  but  speaking  just  of  Pakistan  now 
because  that's  where  the  sanctions  were  issued  and  then  waived, 
the  justification  for  the  waiver  was  that,  if  we  waived  sanctions,  it 
would  be  in  furtherance  of  reaching  our  goal  of  improving  China's 
proliferation  behavior.  Lo  and  behold,  what  did  China  do  after  the 
sanctions  were  waived  but  up  the  ante  from  advanced  missile  tech- 
nology to  nuclear  technology. 

So  my  concern  is  simply  this,  whatever  the  country,  if  that's  the 
sanction,  we  can't  say,  "But,  gosh,  we're  going  to  miss  some  busi- 
ness opportunities  there,  so  we  better  not  make  a  fuss  over  the 
transfer  of  nuclear  technology."  If  we're  not  going  to  do  it  there,  we 
shouldn't  do  it  an3rplace  and  we  should  re-visit  the  whole  sanction 
issue.  But  then  we  should  stop  saying  that  ending  the  proliferation 
of  nuclear  and  nonconventional  technology  is  a  principle  of  our  for- 
eign policy,  just  as  we  should  stop  saying  that  promoting  human 
rights  is  a  principle  of  our  foreign  policy.  We  only  do  it  where 
there's  no  money  involved,  but  we  can't  do  it  where  money  is  in- 
volved. 

So  that's  where  I  was  lending  and,  as  I  say,  I'm  not  criticizing 
the  Bank;  I'm  just  asking  a  question.  On  that  point,  Mr.  Kamarck, 
you  said  something  very  interesting  when  we  met  about  what  your 
criteria  was  for  determining  the  risk  involved.  I  thought  it  might 
be  interesting  to  our  colleagues:  you  said  China  is  one  of  the  safest 
places  for  us  to  lend  to — and  please  forgive  me  if  I'm 
mischaracterizing  your  comment — because  it  has  a  stable  govern- 
ment. Would  that  be  accurate? 

Mr.  Kamarck.  I  don't  recall  that  I  used  those  words. 

Ms.  Pelosi.  Forgive  me,  please,  I  didn't  write  it  down.  So  could 
you  re-phrase  it  in  the  way  that  you  said  it? 
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Mr.  Kamarck.  Sovereign  support  of  the  Chinese  Government  for 
a  particular  credit  in  the  view  of  our  Inter-Agency  Country  Risk 
Assessment  System  is  a  relatively  lower  risk  when  compared  to 
other  big  emerging  markets.  In  particular,  this  is  because  of  the 
size  of  the  economy  and  the  massive  foreign  exchange  reserves  the 
country  is  able  to  maintain.  Incorporated  into  that  analysis  is  our 
assessment  of  political  stability  and  the  like,  and  what  weight  is 
given  to  them  is  something  that  the  economists  determine  in  the 
interagency  process.  This  then  is  translated  into  a  country  risk  rat- 
ing. I  couldn't  speak  to  what  kind  of  weight  the  political  stability 
has. 

Ms.  Pelosi.  But  you  said  there  was  a  lowered  risk  because  of  the 
hard  currency  that  they  have? 

Mr.  Kamarck.  Correct. 

Ms.  Pelosi.  I  had  the  impression,  also,  that  because  of  its  au- 
thoritarian regime,  the  guarantee  with  their  hard  currency  was 
something  that  would  be  appealing  in  terms  of  assessing  risk,  that 
you  think  it  would  be  a  plus,  and  I  think  that  would  be  most  unfor- 
tunate. Again,  it's  your  charter,  not  you,  but  I  think  that's  some- 
thing that  I'd  be  interested  to  see.  If  you  might,  with  the  chair- 
man's permission,  make  that  available  so  that  we  could  see  what 
the  criteria  are,  what  the  salience  and  weight  of  different  aspects 
are  of  how  you  make  these  decisions  and  how  you  assess  risk. 

INTER-AGENCY  COUNTRY  RISK  ASSESSMENT  SYSTEM 

Mr.  Kamarck.  I  think  you  would  be  very  interested  to  learn,  as 
I  was  as  I  was  introduced  to  this  process  in  the  Inter-Agency  Coun- 
try Risk  Assessment  System  in  which  Ex-Im  Bank  and  several 
other  agencies  participate  and  that  is  overseen  by  0MB,  wherein 
the  economists  take  all  of  these  factors  into  account  to  come  up 
with  a  country  risk  rating  system. 

Ms.  Pelosi.  It  would  be  interesting. 

Mr.  Kamarck.  To  get  into  country  specifics,  of  course,  is  classi- 
fied information  and  we  can't  discuss  it  here,  but  I  think  you  would 
find  an  understanding  of  how  that  system  works  and  how  the 
economists  think  about  these  sorts  of  issues  to  be  very  informative. 
What  they  produce  for  us  for  our  consumption  at  the  Board  of  Ex- 
Im  Bank  is  a  country  risk  rating  which  is  a  homogenization  of  all 
these  factors  that  take  into  account  the  judgment  of  the  country 
risk  economists  across  all  of  these  agencies,  ultimately  overseen  by 
0MB,  because  it  has  budgetary  cost  implications. 

Ms.  Pelosi.  I  would  appreciate  that. 

Mr.  Chairman,  you've  been  very  generous  with  the  time.  I  just 
want  to  say  that  I  commend — do  you  say  President  Harkin,  Direc- 
tor Harkin 

Ms.  Harkin.  President  Harkin. 

Ms.  Pelosi  [continuing].  President  Harkin,  I  like  the  sound  of 
that — for  her  success  and  I  was  interested  in  your  comments  on 
privatization  costs. 

PROJECT  involvement 

I  think  we  always  should  recognize,  Mr.  Chairman,  because  in 
your  opening  remarks  you  talked  about  more  involvement  with  the 
projects,  that  the  Federal  Government's  involvement  is  the  catalyst 
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for  so  much  of  this  success,  and  to  the  extent  that  we  have  more 
private  sector  involvement — and  we  certainly  should  and  some  of 
your  suggestions,  obviously,  were  very  creative — I  think  it  further 
calls  for  our  involvement  rather  than  reduces  it  because  I  think  it 
unleashes  so  much  more. 

Mr.  Grandmaison,  I  appreciate  your  following  up  on  the  ques- 
tions that  were  raised  last  year  and  wish  you  all  very  much  success 
in  what  you're  doing  and  appreciate  your  testimony  here  today 

Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  Thank  you.  And  in  response  to  your  philosophy 
about  in  China  and  doing  business  with  any  nation  who  violates  a 
nonproliferation  agreement,  where  do  you  draw  the  line? 

Ms.  Pelosi.  No,  it's  not  a  question  of  doing  business 

Mr.  Callahan.  No,  but  I'm  saying  we'll  have  to  discuss  this  over 
dinner  one  night  or  something. 

Ms.  Pelosl  That's  what  you  said  last  year.  [Laughter.] 

Mr.  Callahan.  Where  do  you  draw  the  line?  I  mean,  we  sit  there 
in  Germany  and  France  and  all  of  these  other  nations  are  signing 
the  same  agreement  and  they're  willing  to  go  ahead  and  let  their 
companies  invest  in  China  and  to  give  them  OPIC-type  guarantees 
and  to  give  them  Ex-Im-type  financing.  So  while  we  sit  here  and 
argue  philosophically  that  we  ought  not  be  doing  business  with 
these  murderers,  or  we  ought  not  be  doing  business  with  people 
who  imprison  priests,  or  we  ought  not  be  doing  business  with  a 
country  that  permits  abortion — where  do  you  draw  the  line?  So  you 
have  to  almost  divorce  the  American  businessman's  right  to  invest 
in  a  country  if  he  is  taking  most  of  the  risk.  That's  something  we 
cannot  resolve 

SANCTIONS 

Ms.  Pelosl  But,  Mr.  Chairman,  because  I  want  the  record  to 
show  that  I  appreciate  what  the  chairman  is  sajdng,  and  I  don't 
know,  maybe  there  are  some  people  in  the  Congress  who  have  said 
what  you've  just  described,  but  that's  not  what  we  were  talking 
about  here.  We're  not  talking  about  not  doing  business  with  China. 
Right  now  we're  talking  about  the  fact  that  we  have  laws  on  our 
books  that  say  that  sanctions  apply  if  a  country  is  involved  in  nu- 
clear proliferation  or  transfer  of  non-conventional  weapons.  If  we're 
not  going  to  follow  through  on  it,  then  change  the  sanction.  If  we 
don't  want  the  sanctions  to  be  tied  to  any  economic  activity  or  to 
business,  then  change  the  sanctions.  I  think  that  we  give  the  wrong 
message  when  we  say  this  is  the  sanction  except  if  we  do  business 
with  you,  then  the  sanction  doesn't  count.  That  is  really  what  my 
point  was  here  this  morning. 

We  could  go  into  the  whole  human  rights  thing  on  another  occa- 
sion. I  think  it's  a  separate  issue,  from  what  we're  talking  about 
now.  But  Mr.  Chairman,  I  don't  know  anybody  who  has  said  we 
shouldn't  be  doing  business  with  China. 

NONPROLIFERATION  AGREEMENT 

Mr.  Callahan.  Then  we'll  use  Pakistan,  if  you  want  to  go  back 
to  that.  I  mean,  they  allegedly  are  in  violation  of  the  agreement  by 
the  fact  that  they  purchased  the  magnets.  The  ambassador  tells  us 
that's  not  the  case.  So  what  do  we  do  until  this  resolves?  And  the 
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allegation  is  sitting  out  there  so  we're  saying  let's  not  give  Pakistan 
anj^hing,  let's  not  give  her  her  airplanes,  let's  not  do  anything. 
Let's  not  do  any  business  because  there  is  an  allegation  that 
they're  violating  the  nonproliferation  agreement.  But  we  should 
talk  about  that  and  we  will,  but  not  right  now. 

Ms.  Pelosi.  Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  Charlie? 

Mr.  Wilson.  Well,  I  have  to  get  in  my  two  cents.  It's  just  that 
Nancy  correctly  talks  about  double  standards,  but  the  most  blatant 
double  standard  in  the  world  is  India  and  Pakistan.  India's  good 
and  Pakistan  is  bad. 

Ms.  Pelosl  I  have  no  dog  in  that  fight. 

Mr.  Wilson.  You  can't  be  biting  Pakistan  on  the  hind  leg  and  not 
be  in  a  fight  one  way  or  another.  It's  just  hard.  We  all  know  that 
Israel  and  that  India  both  have  reasonably  advanced,  substantial 
nuclear  arsenals,  and  someday  probably  Pakistan  will,  too.  But 
that's  not  what  we're  here  to  talk  about.  I  just  want  to  compliment 
you  all  on  a  great  job. 

I've  got  one  little  curiosity  and  it  has  to  do  with  what  Nancy  was 
asking  about.  I've  always  believed  that  OPIC  was  absolutely  essen- 
tial to  successful  American  investment  in  foreigii  countries  and  I 
still  do.  I  certainly  think  Ex-Im  Bank  is  abs^^^utely  essential.  But 
how  does  it  work  in  a  country  like  Pakistan  that  is  eligible  for  Ex- 
Im  but  is  not  eligible  for  OPIC?  Does  th??*^  make  it  a  lot  more  com- 
plicated to  put  a  deal  together? 

PAITON  rROJECT 

Mr.  Kamarck.  Well,  let  me  put  it  to  you  this  way:  where  we  have 
had  those  instances,  the  Psrton  project 

Mr.  Wilson.  But  the  n'ay  I  stated  it  is  the  case,  isn't  it 

Ms.  Harkin.  That  w  correct. 

Mr.  Kamarck.  The  Paiton  project  in  Indonesia — the  Phil- 
ippines— where  w^e  had  a  TDA  feasibility  study  that  opened  *^-e 
door  for  American  exports,  where  we  had  U.S.  sponsors  in  the  eq- 
uity investment  insured  by  OPIC  and  Ex-Im  Bank  providing  the 
export  financing  for  the  goods  and  services  going  into  the  project. 
It  was  a  win-win-win  for  American  business.  That's  the  best  of  all 
possible  worlds.  Where  OPIC  insurance  is  not  available  in  a  mar- 
ket like  Pakistan,  it  means  that  U.S.  investors  will  be  much  less 
inclined  to  be  the  sponsors  in  projects. 

And  while  the  market  is  global  and  people  look  for  the  best  prod- 
uct and  the  best  services  at  the  best  price,  they  also  look  for  what's 
familiar  to  them.  And  so  you  have  to  say  that  where  the  sponsors 
of  the  project— because  they're  getting  their  equity  insurance  from 
another  country  and  therefore  they're  from  another  country — they 
will  tend  on  average  to  acquire  their  goods  and  services  for  build- 
ing the  project  and  operating  the  project  from  that  other  country 
rather  than  from  the  United  States.  So,  on  balance,  it  is  a  dis- 
advantage for  American  businesses  when  the  trade  finance  agen- 
cies can't  work  together  as  we  have  so  successfully  in  other  mar- 
kets. 
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COUNTRIES  DENIED  OPIC  FINANCING 

Mr.  Wilson.  Other  than  China  and  Pakistan,  who  are  some 
other  people  who  would  be  major  customers  that  are  being  denied 
OPIC  financing? 

Ms.  Harkin.  At  the  present  time  we  are  not  open  in  Vietnam. 

Mr.  Wilson.  And  Ex-Im  is? 

Mr.  Kamarck.  No,  we  are  not  open  in  Vietnam. 

Ms.  Harkin.  How  about  Mexico? 

Mr.  Kamarck.  We  are  open  in  Mexico. 

Ms.  Harkin.  We  are  not  open  there. 

Mr.  Wilson.  Why  not? 

Ms.  Harkin.  We  aren't  open  in  Mexico.  Actually,  it  has  nothing 
to  do  with  any  kind  of  statutory  prohibition;  it  has  to  do  with  the 
Mexican  government's  constitution.  We've  been  working  with  the 
ambassador  on  that  because  as,  Mr.  Kamarck  suggested,  it  would 
be  value-added  if,  in  fact,  we  were  able  to  participate  there. 

Mr.  Callahan.  I  wouldn't  encourage  that  you  aggressively  pur- 
sue that  with  all  of  the  concern  about  American  industry  moving 
to  Mexico  because  of  NAFTA.  I  think  you  have  a  limited  amount 
of  guarantee  and  that  you  ought  to  be  concentrating  on  an  area 
other  than  Mexico,  or  Canada.  I  don't  think  that 

Ms.  Harkin.  So  you're  saying  I'm  lucky.  [Laughter.] 

Mr.  Callahan.  As  siy>n  as  we  straighten  out  the  problems  with 
the  rest  of  the  world,  we  will  then  look  at  Mexico. 

Mr.  Grandmaison.  We  were  not  permitted  to  operate  in  Brazil 
until  December  1  of  this  year.  Brazil  represents  40  percent  of  the 
South  American  market. 

Mr.  Wilson.  Why? 

Mr.  Grandmaison.  Because  they  had  not  signed  the  nuclear  non- 
proliferation  treaty,  though  they  had  passed  a  document  similar  to 
the  treaty  that  we  had  agreed  at  one  time  to  accept  as  being  the 
relevant  endorsement.  But  it  took  that  much  time  to  finally  get 
permission  to  operate  the  program  there  in  a  truly  spectacular 
market  for  U.S.  exports. 

Mr.  Wilson.  I  understand — there's  not  many  of  us  left,  so  I  guess 
we  can  just  chit-chat  around  here  a  little  bit,  if  that's  all  right  with 
you,  Mr.  Chairman. 

Mr.  Callahan.  We  can  talk  for  another  seven  minutes  and  then 
you  can  talk  for  an  hour.  [Laughter.] 

Mr.  Wilson.  I  understand  that  the  reason — and  a  lot  of  people 
don't  understand  this;  they  don't  understand  why  Ex-Im  can  oper- 
ate in  China  and  OPIC  can't,  and  Ex-Im  can  operate  in  Pakistan 
and  OPIC  can't — the  reason  I  can  understand  it  is  that  the  Ex-Im 
is  supervised  by  the  Banking  Committee  and  OPIC  is  supervised 
by  the  Foreign  Affairs  Committee,  and  the  Foreign  Affairs  Commit- 
tee put  these  things  in  there.  And  I've  been  here  24  3'ears  and  I 
don't  ever  remember  them  passing  a  bill,  but  they  must  have 
passed  one  sometime  to  put  this  in. 

Ms.  Harkin.  They  did.  [Laughter.] 

Mr.  Wilson.  Well,  I  also  understand  that  there's  a  possibility — 
and  I  think  that  some  people  in  the  State  Department  are  hope- 
ful— there's   a  possibility  and  certainly  a  legal  grounds  for  the 
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President  to  waive  on,  for  instance,  Pakistan,  if  he  were  to  decide 
he  wanted  to.  Is  that  right,  Ruth? 

PRESIDENTIAL  STATUTORY  WAIVERS 

Ms.  Harkin.  Yes,  there  are  statutory  Presidential  waivers  and  in 
Pakistan  there  are  some  other  considerations  because,  even  though 
the  Brown  amendment  was  successful,  which  really  took  care  of  the 
Pressler  amendment,  there  are  other  amendments  that  were 
also 

Mr.  Wilson.  The  Symington  amendment. 

Ms.  Harkin.  Yes,  the  Symington  amendment  and  the  Glenn 
amendment  having  to  do  with  the  nuclear  arms  question. 

Mr.  Callahan.  Vietnam — you  can  use  that  for  an  example.  The 
President  does  have  the  authority  in  all  of  Vietnam,  does  he  not? 

Ms.  Harkin.  In  both  Vietnam  and  Pakistan  we  are  working  not 
only  with  government,  but  with  our  own  State  Department  to  see 
how  we  might  facilitate  OPIC  being  eligible  in  these  two  countries. 

Mr.  Wilson.  Do  you  think  you  see  any  light  at  the  end  of  the 
tunnel? 

Ms.  Harkin.  Well,  Congressman,  I  have  not  been  particularly  ac- 
curate at  my  estimates  as  to  when  we  would  be  eligible  in  any 
country,  so  I'd  have  to  say  that  in  a  couple  of  these  countries  I 
thought  we  would  perhaps  be  doing  business  already. 

Mr.  Wilson.  I'm  taking  a  trip  next  week  and  everybody's  been 
doing  a  wonderful  job  of  briefing  me. 

Mr.  Callahan.  You're  taking  a  trip? 

Mr.  Wilson.  I'm  taking  a  trip,  and  it's  not  going  to  be  with  you, 
either,  because  I'm  going  to  get  some  sleep  at  night.  [Laughter.] 

Mr.  Callahan.  I'm  sure  you  are.  [Laughter.] 

Mr.  Wilson.  Azerbaijan.  Are  they  eligible  for  OPIC? 

Ms.  Harkin.  Not  fully. 

Mr.  Wilson.  Why  not? 

Ms.  Harkin.  Provisions  in  the  FREEDOM  Support  Act  restrict 
OPIC  from  supporting  any  project  which  involves  the  government 
of  Azerbaijan.  We  can  support  totally  private  sector  projects. 

Mr.  Kamarck.  We  are  covered  in  Azerbaijan.  I  don't  believe  that 
there  is  any  statutory  prohibition  that  keeps  us  from  doing  busi- 
ness in  Azerbaijan.  It's  purely  a  matter  of  credit  and  political  risk 
assessment. 

Mr.  Wilson.  Of  course,  there's  an  enormous  asset  base  there; 
they're  not  bad  boys,  it's  just  that  right  now  it's  just  the  stability 
situation.  Is  Egypt  okay  for  both  of  you 

Ms.  Harkin.  Yes. 

Mr.  Kamarck.  Yes. 

Mr.  Wilson.  But  Pakistan  and  China  just  stand  out,  don't  they? 

Ms.  Harkin.  I  think  that  when  you  look  at  the  statutory  prohibi- 
tion for  OPIC  in  China,  I  think  a  waiver  would  be  difficult  at  this 
time.  I  think  that  Pakistan  is  more  encouraging;  at  least  that's  our 
point  of  view  from  dealing  with  the  State  Department 

Mr.  Wilson.  That's  the  same  impression  that  I  got.  Well,  I'm 
very  happy  to  hear  the  chairman  say  that  you  all  are  not  going  to 
be  savaged 

Mr.  Callahan.  Oh,  I  didn't  say  that.  [Laughter.] 

Mr.  Wilson.  Yes,  you  did. 
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Mr.  Callahan.  We  can't  just  give  these  people  the  indication 
that  they  have  nothing  to  worry  about.  We  want  them  to  be  appre- 
ciative. [Laughter.] 

Ms.  Harkin.  We  are. 

Mr.  Kamarck.  We  are. 

Mr.  Grandmaison.  We  are. 

CONSULTING  FEES 

Mr.  Callahan.  Okay,  let  me  throw  a  couple  of  things  in.  You  all 
can  answer  them  either  yes  or  no,  or  either  you  can  submit  them 
later  on.  One,  I'd  like  to  know,  from  the  three  of  you,  about  your 
consulting  fees.  How  many  outside  consultants,  how  much  profes- 
sional fees  are  paid  to  people  other  than  full-time  staff  and  the 
amounts  of  money  and  what  those  consultant  fees  or  contractual 
fees  are  for? 

PERSIAN  GULF  REGION 

The  Persian  Gulf  region  with  respect  to  the  Ex-Im  Bank:  the 
press  reports  indicated  that  Ex-Im  was  unhappy  that  this  project 
was  being  lost  to  the  private  sector.  Just  tell  us  later  on  whether 
Ex-Im  competed  against  the  private  sector  and  what  were  the  con- 
sequences, and  is  this  the  policy? 

IDA 

IDA  has  indicated  that  this  year  they  want  no  contributions  from 
us  but  they  W2int  arrearages  money,  but  during  that  year  where 
there's  no  contribution  that  no  American  firm  can  even  apply  for 
a  loan — that's  my  understanding  from  a  press  report.  If  that's  the 
case  with  respect  to  TDA,  will  you  continue  to  work  with  IDA  now 
that  they've  announced  that  the  U.S.  firms  will  be  ineligible  to  bid 
for  projects?  How  are  you  going  to  work  that  out?  First,  I  guess  we 
have  to  confirm  that  this  is  the  policy,  but  that's  the  policy  as  I  un- 
derstand it.  But  I  need  to  know  what's  going  to  happen  with  re- 
spect to  any  of  your  agencies  if  IDA  is  not  going  to  permit  the  Unit- 
ed States  to  participate  on  any  new  projects,  what  do  we  do  in  that 
respect?  So  you  can  come  back  to  me  on  that. 

[The  information  follows:] 

CONTRACTS  AND  CONSULTING  FEES 

OPIC  obligated  approximately  $5.2  million  from  its  1995  Administrative  Budget 
in  contracts  and  consultant  fees  for  administrative  support  systems  enhancements 
and  financial  and  legal  services.  OPIC  contracts  cover  a  variety  of  administrative 
and  program  needs.  Administrative  contracts  include  OPIC's  computer  maintenance 
agreements  on  hardware,  software  licenses,  employee  development  and  training,  li- 
brary and  records  management  services,  building  and  office  maintenance,  and  finan- 
cial audit  and  related  services.  OPIC  is  also  working  in  collaboration  with  contrac- 
tors and  consultants  to  enhance  the  overall  effectiveness  of  the  agency  through  use 
of  technology.  OPIC  has  undertaken  a  major  re-engineering  effort  for  its  business 
and  financial  management  systems.  Additionally,  OPIC  has  utilized  outside  consult- 
ants and  contracts  for  certain  program  activities,  including  credit  worthiness,  due 
diUgence  and  docimientation  responsibilities.  OPIC  has  also  contracted  with  outside 
experts  to  assist  in  potential  project  screening,  research  and  studies.  Finally,  OPIC 
has  contracted  with  outside  counsel  to  provide  support  on  arbitration  of  insurance 
claims,  and  other  internal  non-project  related  legal  issues. 
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KUWAIT 


Chairman  Callahan  asked  about  Ex-Im  Bank's  reaction  to  losing  a  project  in  the 
Persian  Gulf  region  to  the  private  sector  and  the  policy  implications  from  this  expe- 
rience. We  believe  that  the  project  referred  to  is  a  petrochemical  plant  in  Kuwait. 
Ex-Im  Bank  staff  had  worked  on  this  project  in  support  of  some  $800  million  of  fi- 
nancing for  U.S.  exports.  At  the  eleventh  hour,  financing  was  actually  committed 
by  a  commercial  bank  syndicate,  without  Ex-Im  Bank  support.  This  was  exactly  the 
right  result:  the  Bank's  fiscal  resoiu"ces  were  not  used  where  they  were  not  needed, 
and  U.S.  exports  (and  jobs)  were  created  nevertheless.  The  one  regrettable  aspect 
of  this  particular  transaction  was  that  the  Bank's  staff  had  to  devote  some  time  and 
trouble  to  working  on  the  deal  before  it  was  determined  that  ovw  support  wasn't 
needed.  This  illustrates  a  risk  in  a  few  project  finance  deals  in  emerging  markets, 
where  the  standards  and  structures  for  these  large,  complex  financing  are  not  yet 
developed.  Generally,  we  can  predict  early  and  with  some  confidence  whether  a  deal 
will  be  "bankable"  (and  thus  whether  Ex-Im  Bank  support  won't  be  necessary) — but 
not  always.  It  is  our  policy  continuously  to  question  the  need  for  Ex-Im  Bank's  sup- 
port at  each  stage  of  structuring  and  negotiation,  and  we  beUeve  that  the  late  deci- 
sion point  in  this  deal  was  an  anomaly.  However,  we  are  considering  the  possibility 
of  seeking  authority  to  charge  "breakage  fees"  to  recover  for  taxpayers  the  costs  as- 
sociated with  time  spent  by  the  Bank's  staff  on  proposed  projects  that  are  subse- 
quently canceled  or  financed  without  Ex-Im  Bank  support. 

IDA 

U.S.  exporters  occasionally  seek  financing  packages  combining  support  fi-om  the 
Ex-Im  Bank  with  support  from  the  IBRD  or  IPC,  but  we  are  not  aware  of  any  Ex- 
Im  Bank  joint  financings  with  IDA.  IBRD  and  IFC  are  more  likely  than  IDA  to  fund 
the  kinds  of  projects  Ex-Im  Bank  is  asked  to  fund.  Moreover,  IBRD's  and  IPC's  fi- 
nancing terms  are  closer  to  Ex-Im  Bank's  financing  terms  than  are  IDA's.  Pinally, 
much  of  Ex-Im  Bank's  activity  is  in  more  developed  countries  where  IDA  is  not  per- 
mitted to  operate.  Ex-Im  Bank  welcomes  IDA's  funding  role  in  the  lower-income 
countries,  not  only  because  IDA  generates  U.S.  exports  to  these  countries,  but  be- 
cause successful  IDA  graduates  are  likely  to  become  Ex-Im  Bank's  future  customers. 

EX-IM  BANK'S  FY  1996  LISTING  OF  CONSULTANT  CONTRACTS  AND  FEES 

Contractor;  Amount  Awarded  and  Blended  Hourly  Rate 

NAPA:  $99,100.00/$98.79'to  $123.49  per  hour 

Conduct  interviews  and  provide  accurate  syntheses  of  evaluations  for  the  360 
Performance  Appraisal  Process 

NAPA:  53,50 1.92/$86.45  to  $123.49  per  hour 

Comprehensive  review  of  the  Bank's  retention  allowance  program  and  report  of 
findings 

Orchid  Tech.  and  Mgmt.:  $100,000.00/$28.00  to  $65.00  per  hour 

Installation  of  major  computer  system  as  well  as  systems  integration  and  hard- 
w£u:«  software  support 

Maura  Connell:  2,950.00/$  125.00  per  horn- 
Creation  of  base-line  analysis  of  how  the  network  leveraged  most  effectively  to 
achieve  a  wide  range  of  organizational  goals  using  interactive  realm  of  World 
Wide  Web 

Nancy  Gorman,  J.D.:  2,500.00/$75.00  per  hour 
EEO  counseling  on  an  on  call  basis 

Bergin  Associates:  l,500.00/$70.00  to  $125.00  per  hour 

Provide  information  technology  organizational  and  mgmt.  expertise  to  the  Sen- 
ior V.P.  and  CIO 

Danoff  &  Donnelly,  PA:  24,476.00/$175.00  per  hour 

Legal  advice  to  Ex-Im  Bank  during  EEO  compliance  process 

DB  Associates,  Inc.:  20,000.00/$85.00  to  $90.00  per  hour 

System  analysis  and  programming  to  provide  functional  enhancements  to  inter- 
face with  GSA  payroll  system 

The  Porum  Corp.:  32,500.00/$2,500.00  per  day 

Review  and  analysis  of  existing  Ex-Im  Bank  training  courses  for  the  marketing 
seminar  program 

Pro  Action  Agency:  16,135,00/$50.00  to  $100.00  per  hour 

Evaluate  the  Harmonized  Working  Capital  Guarantee  Program 

Price  Waterhouse:  24,500.00/ 

Design  and  Implementation  of  the  1996  Customer  Service  Survey 
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EXPORT-IMPORT  BANK  of  the  UNITED  STATES 
FY-96  Training  Consultation  Fees 

To  date,  the  Office  of  Employee  Development  and  Training  has  contracted  for  the 
following  training  consultation  services: 


Vendor 

Proqram 

Date 
04/1 2/96 

Total  Fee 

Clarion  Communications 

Public  Speaking 

$1,900 

(2-day  course  - 

presented  twice) 

Cohen-Crockett 

Time  Management 

4/11/96 

$2,800 

Training  Group 

Problem  Solving 
(2  sessions  each) 

French  for  Int'l. 

French  Language 

10/01/95 

$4,239 

Transactions 

Intermediate/Advance 
(annual  charge  for 
Bankwide  staff) 

Language  at  Work 


Effective  Presentations      04/1 2/96 
(2-day  course  - 
presented  four  times) 


$4,800 


Professional  Writing 
Consultants 


Writing  Fundamentals 
Business  Writing 
(four  3-hour  sessions 
each/conducted  twice) 


04/11/96       $4,000 


Redmon,  Ronald  E. 


Teambuilding/ 
Principles/Values 
for  a  Successful 
Organization 


10/01/95-      $4,275 
12/31/95 


TOTAL  TRAINING  CONSULTATION  FEES  TO  DATE: 


$22,014 


NOTE:  This  report  does  not  include  any  consultation  fees  for  agency- wide 

computer  training  or  for  EEO  training. 


Jeanne  S.  Felix 
Training  Director 
April  1 8,  1 996 


az 
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TRI-COR  Contract 


The  total  number  of  contract  staff  for  this  contract  is  8  full  time  staff  and  one  part-time  trainer(24 
hrs  per  week).  The  tasks  performed  by  this  staff  include: 

TASK  BUDGET  ALLOCATION 

Labor  for  cabling  $    10,280 

Acquisitions  and  reports  (LAN  stats, 

inventory,  etc.)  $    28,685 

Helpdesk  trouble-shooting  PC,  Printer, 

and  LAN  hardware/software  $  228,3 1 9 

LANAVAN  support:  LANAVAN  maint., 
upgrades,  HW/SW  installations, 
PC  maint.,  Client/Server  applica- 
tions support  $  220,673 

PC/LAN  Bankwide  training  $    56,372 

Applications  programming  support  $    23.118 

TOTAL  $  567,447 


Deputy   Vice   President,    IMTG 
April   18,    1996 


132 

Mr.  Callahan.  Charlie,  do  you  have  any  other  questions  you 
need  answered? 

Mr.  Wilson.  No,  Mr.  Chairman.  I  just  want  to  again  thank  these 
good  folks  for  their  good  work  in  creating  good  old  American  jobs 

Mr.  Callahan.  Mr.  Torres? 

Mr.  Torres.  How  much  time  do  we  have? 

Mr.  Callahan.  You've  got  all  the  time  you  want,  but  Mr.  Wilson 
and  I  have  to  go  to  a  conference. 

Mr.  Torres.  Oh,  I  think  I'll  go  with  you.  [Laughter.] 

Mr.  Callahan.  Thank  you  very  much. 

[Questions  and  answers  for  the  record  follow:] 

Questions  for  the  Record  to  Trade  Development  Agency  From  Chairman 

Callahan 

Question.  V.Tiat  is  the  impact  of  U.S.  arrears  for  IDA  funds  on  TDA's  program 
and/or  U.S.  companies'  ability  to  complete  for  these  infrastructure  development 
projects? 

Answer.  In  terms  of  impact  on  the  TDA  program,  we  will  not  know  until  the  selec- 
tion in  June  by  IDA  whether  which  if  any  of  the  projects  we  supported  will  be  fi- 
nanced out  of  this  fiind.  TDA  only  supports  projects  for  which  U.S.  companies  are 
fully  eligible  to  submit  competitive  proposals;  therefore,  we  would  not  provide  any 
further  assistance  on  projects  to  be  financed  out  of  the  special  fiind. 

Therefore,  as  a  short-term  arrangement,  for  TDA  the  special  fund  is  expected  to 
have  minimal  effect  on  our  program.  We  get  involved  so  early  in  the  project  cycle 
that  the  special  fvmd  will  expire  before  the  projects  we  support  today  would  reach 
the  financing  pipeUne.  (On  average,  there  is  a  time  gap  of  2-5  years  between  the 
time  TDA  gets  involved  in  a  project  and  when  financing  is  obtained.  In  one  case, 
financing  did  not  occur  until  9  years  afl«r  TDA's  involvement.) 

Question.  Consulting  fees — how  many  outside  consultants  does  TDA  employ?  How 
many  professional  fees  are  paid  to  people  other  than  full-time  staff?  What  amount, 
and  what  are  the  consulting/contractual  fees  for? 

Answer.  Virtually  all  of  TDA's  program  funds  are  used  to  hire  consultants  to  work 
with  foreign  entities  in  order  to  link  U.S.  exports  for  infrastructure  development 
projects.  Therefore,  for  TDA,  we  interprete  this  question  to  refer  to  consultants 
hired  out  of  our  Operating  Expenses. 

During  the  course  of  the  last  fiscal  year,  TDA  hired  nine  on-site  contractors  for 
a  total  of  $750,500.  These  contractors  provided  services  relating  to  special  projects 
of  specific  work  in  the  areas  of  administration,  computer  operations,  finance,  legal, 
evaluations,  and  contracts. 

Questions  for  the  Record  to  Ex-Im  Bank  From  Representative  Porter 

Question.  In  your  FY  '95  Annual  Report,  it  is  stated  that  Ex-Im  is  "aggressively 
.  .  .  promoting  the  export  of  environmentally  beneficial  products  and  services  to 
a  wide  range  of  environmental  industry  groups  and  constituencies  at  home  and 
abroad,  "are  you  also  concerned  with  the  environmental  impacts  of  the  projects  that 
Ex-Im  funds?  Specifically,  Ex-Im  may  support  companies  competing  for  business  in 
the  Three  Gorges  Dam  Project  in  Chiina.  Since  Three  Gorges  is  a  massive  project — 
one  of  the  largest  public  works  programs  in  history,  it  will  provide  many  opportuni- 
ties for  various  U.S.  industries.  However,  this  project  will  also  have  a  severe  impact 
on  the  surrounding  and  global  environment  and  displace  the  one  million  people  liv- 
ing along  the  Yangtze  River  in  central  China. 

Considering  the  concerns  expressed  by  various  sectors  regarding  the  environ- 
mental and  human  rights  impacts  of  projects  funded  by  the  international  financial 
institutions,  does  Ex-Im  require  any  environmental  impact  assessment  statements 
or  examine  human  rights  concerns  before  approving  funding  for  a  project?  Does  the 
Bank  offer  any  assistance  to  people  displaced  by  these  projects? 

Answer.  While  processing  and  analyzing  the  Three  Gorges  Project,  Ex-Im  Bank 
is  reviewing  the  transaction  in  terms  of  its  commercial  and  technical  feasibility  as 
well  as  its  possible  environmental  impacts.  In  the  first  instance,  Ex-Im  Bank  is  re- 
quired by  Section  2(b)(1)(B)  to  find  a  reasonable  assurance  of  repayment  on  any 
transaction  we  support.  In  addition,  Section  11  of  Ex-Im  Bank's  charter  requires  the 
Bank  to  review  the  environmental  impact  of  all  long-term  financing  of  $10,000,000 
or  more.  Therefore,  Ex-Im  Bank  is  reviewing  and  analyzing  reams  of  information 
that  have  been  submitted  in  conjunction  with  the  possible  environmental  impacts 
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of  this  project.  This  review  has  been  focused  on  analyzing  the  impacts  from  such 
sources  as:  sedimentation,  siltation,  water  temperature  changes,  water  quality,  cli- 
mate changes,  endangered  species,  waste  disposal,  drinking  water  delivery  systems, 
and  water  quality,  among  others. 

Furthermore,  in  accordance  with  the  mandate  of  Section  11  of  Ex-Im  Bank's  char- 
ter, the  Bank  has  established  environmental  review  procedures,  consistent  with  Ex- 
Im  Bank's  overall  export  promotion  objectives.  These  procedures,  which  also  set 
forth  environmental  guidelines  against  which  foreign  projects  are  evaluated,  enable 
the  Board  of  Directors  to  withhold  financing  support  for  certain  transactions  after 
taking  into  account  the  transaction's  beneficial  and  adverse  environmental  effects. 

In  conjunction  with  its  Environmental  Procedures  and  Guidelines,  Ex-Im  Bank  is 
carefully  reviewing  and  evaluating  both  the  potential  positive  and  negative  effects 
of  the  massive  Three  Gorges  Hydroelectric  project  on  the  Yangtze  River.  Ex-Im 
Bank  is  reviewing  and  analyzing  a  very  large  quantity  of  environmental  information 
relating  to  the  project  in  order  to  adequately-take  into  account  all  of  the  relevant 
environmental  issues.  It  has  solicited  and  received  information  from  numerous 
sources,  including  the  Government  of  China  and  non-governmental  organizations. 
The  review  has  focused  on  the  potential  effects  of  the  project  on  endangered  species, 
the  environmental  effects  of  the  project  on  the  river  and  the  water  quality  of  the 
proposed  reservoir,  the  effects  of  sedimentation  in  the  reservoir,  the  potential  envi- 
ronmental risks  to  the  project  from  natural  disasters  such  as  earthquakes,  the  socio- 
economic effects  associated  with  the  planned  relocation  of  inhabitants  from  the  res- 
ervoir area,  and  the  impact  on  the  indigenous  cultural  and  archeological  resources 
of  the  area  to  be  inundated  by  the  reservoir."  I'm  certain  you  can  appreciate  the 
enormity  of  this  task,  especially  when  potential  adverse  effects  are  weighed  against 
the  proposed  environmental  benefits  of  this  project,  which  include  the  potential  life- 
saving  benefits  of  flood  control  along  the  lower  Yangtze,  the  generation  of  enormous 
amounts  of  pollution-free  electric  energy  and  the  potential  improvements  to  the 
navigation  of  the  river. 

Regarding  human  rights,  Ex-Im  Bank  lacks  legislative  authority  to  address  the 
issue.  Indeed,  Ex-Im  Bank's  governing  statute  specifically  forbids  Ex-Im  Bank  from 
considering  human  rights  unless  the  State  Department  specifically  directs,  and  no 
such  direction  has  so  far  been  delivered  by  the  State  Department  in  connection  with 
the  Three  Gorges  Dam  project. 

Ex-Im  Bank  does  not  have  the  authority  to  offer  assistance  to  those  displaced  by 
projects. 

Questions  for  the  Record  to  OPIC  From  Representative  Porter 

examination  of  environmental  and  human  impacts  of  potential  projects 

Question.  Recently,  OPIC  reversed  its  decision  on  approval  of  the  contract  with 
Freeport  McMoran  for  their  funding  of  the  world's  largest  gold  mine  and  the  third 
largest  copper  mine  in  Irian  Jaya,  Indonesia.  The  reasons  behind  this  decision  were 
concerns  over  the  environmental  impact  of  these  mines.  Freeport  dumps  over 
115,000  tons  of  untreated  mine  tailings  into  the  local  ecosystem  everyday.  These 
tailings  have  reportedly  had  a  devastating  effect  on  the  surrounding  rivers  and 
rainforest.  OPIC  investigated  these  reports  and  determined  that  "the  massive  depo- 
sition of  these  tailings  were  posing  an  unreasonable  or  major  environmental,  health 
or  safety  hazard  with  respect  to  the  rivers  that  are  being  impacted  .  .  .  the  sur- 
rounding terrestrial  ecosystem  and  the  local  inhabitants"  and  thereby  revoked  their 
approval.  It  is  imperative  that  all  world  financial  institutions  consider  the  environ- 
mental and  human  impacts  of  their  projects  and  I  therefore  commend  OPIC  for 
their  decision.  Will  this  decision  set  a  precedent  for  approval  of  further  OPIC  pro- 
posals? Is  there  any  formal  process  within  OPIC  that  examines  potential  projects 
for  their  environmental  and  human  impacts? 

Answer.  Since  the  enactment  of  OPIC  Amendments  Act  of  1985  OPIC  has  had  a 
formal  process  that  examines  potential  projects  with  respect  to  environmental  and 
related  human  impacts.  This  process  includes  an  assessment  of  the  project's  poten- 
tial impacts  on  the  natural  environment,  as  well  as  public  health  and  safety. 
Projects  that  pose  a  "major  or  unreasonable  hazard"  are  rejected  at  the  application 
stage.  For  projects  to  be  approved,  the  more  stringent  of  host  country  or  World  Bank 
standards  must  be  met.  For  particularly  sensitive  projects,  OPIC  may  apply  U.S. 
standards  of  environmental  performance. 

After  projects  are  approved,  OPIC  monitors  them  on  a  systematic  basis,  including 
site  visits  by  qualified  experts,  to  reassess  the  environmental  impacts  and  confirm 
investor's  representations  regarding  environmental  management  and  performance. 
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Questions  for  the  Record  to  TDA  From  Representative  Porter 

Question.  TDA  works  with  a  range  of  U.S.  businesses  to  meet  their  project  needs. 
TDA  states  that  it  has  broadened  and  strengthened  its  ties  with  the  U.S.  business 
community.  Does  the  geography  of  this  community  spread  across  the  United  States? 

Answer.  U.S.  companies  in  virtually  all  fifty  states  have  participated  in  TDA's 
program  in  one  way  or  another.  In  the  past  three  years  alone,  TDA  has  held  busi- 
ness meetings,  conducted  orientation  visits,  or  sponsored  training  sessions  in  39 
states  to  help  small  and  medium-sized  businesses  access  TDA's  program  and  pursue 
overseas  business  opportunities.  Since  1994,  over  900  U.S.  company  representatives 
from  38  states  have  participated  in  TDA-sponsored  orientation  visits — reverse  trade 
missions — where  we  bring  foreign  procurement  officials  to  the  factories,  facilities, 
and  board  rooms  of  American  companies  to  provide  to  small  firms  a  unique  oppor- 
tunity for  discussing  actual  business  deals  and  to  enable  foreign  project  sponsors  to 
shop  for  U.S.  products  and  services. 

In  the  past  three  years,  companies  from  41  states  around  the  nation  have  been 
the  prime  contractors  for  TDA-ftinded  feasibility  studies  or  training  grants,  and  nu- 
merous others  have  subcontracted  on  these  studies  or  supplied  equipment  and  serv- 
ices. In  all,  the  reach  of  TDA's  program  has  extended  to  48  states. 

Question.  In  matching  TDA  projects  with  U.S.  business,  does  TDA  tend  to  support 
large  companies  or  small  business? 

Answer.  TDA  works  with  both  large  and  small  companies,  sharing  the  risk  with 
them  as  they  pursue  projects  in  a  market  driven  program.  Often,  because  the  infra- 
structure projects  are  large  and  require  years  of  financial  commitment  and  involve- 
ment, the  U.S.  companies  chasing  the  projects  must  have  the  financial  wherewithal 
to  do  so.  As  a  result,  the  company  clinching  the  deal  for  the  U.S.  may  be  a  larger 
company,  but  then  they  subcontract  out  to  small  and  medium-sized  companies,  and 
many  of  their  suppliers  are  small  companies. 

Nonetheless,  small  businesses  are  the  backbone  of  TDA's  program,  and  we  have 
broadened  our  outreach  to  inform  them  of  our  program  and  how  they  can  use  us 
to  pursue  these  overseas  opportunities.  In  fact,  much  of  our  activity  directly  assists 
small  businesses  of  under  50  employees.  One  hundred  percent  of  TDA's  Definitional 
Missions  and  Desk  Studies,  for  example,  are  completed  by  small  businesses — last 
year  this  accounted  for  approximately  43  percent  of  our  program  activities. 

We  continue  to  seek  ways  to  help  smaller  companies  become  more  effective  in  the 
export  market.  The  business  briefings  previously  mentioned,  as  well  as  the  orienta- 
tion visits,  enable  small  and  medium-sized  business  owners  to  meet  "one  on  one" 
with  sponsors  of  overseas  projects.  In  fiscal  year  1995,  nearly  40  percent  of  the  fea- 
sibility studies  awarded  to  date  have  been  secured  by  small  businesses — a  dramatic 
rise  from  years  past. 

Question.  The  U.S.  Trade  and  Development  Agency  (TDA)  has  stated  that  other 
countries  have  established  sizable  and  sophisticated  programs  to  assist  their  firms 
in  securing  contracts  for  infrastructiu-e  and  industrial  projects  in  developing  and 
middle-income  countries.  From  previous  reports,  it  appears  that  TDA  has  so  far 
been  very  effective  in  securing  opportunities  for  U.S.  companies  to  actively  compete 
for  these  projects. 

Which  countries  maintain  these  "sizable  and  sophisticated"  programs?  How  ex- 
actly does  the  U.S.  compare  to  these  other  programs? 

Answer.  Almost  all  G-7  countries  provide  project  planning  assistance  as  part  of 
their  foreign  assistance  or  export  promotions  activities,  yet  it  is  very  difiicult  to  get 
details  on  the  budgets  of  all  of  these  programs.  However,  we  do  have  information 
on  some  of  the  more  aggressive  programs. 

Japan — In  the  small  area  of  feasibility  studies  alone,  the  Japanese  Government's 
budget  in  FY94  was  $219  million,  compared  to  TDA's  FY94  core  budget  of  $40  mil- 
lion. In  fiscal  year  1995,  JICA,  (the  Japan  International  Co-operation  Agency)  spent 
$250  million  on  feasibility  studies. 

Germany — ^The  German  equivalent  to  TDA's  program  is  the  Financial  Cooperation 
program,  which  had  a  budget  in  1994  of  100  DM  or  approximately  $150  million. 
This  program  provides  funding  for  feasibility  studies,  management  consultancies, 
and  training.  In  addition,  the  Germans  have  a  separate  entity  GTZ,  which  provides 
German  technical  experts  to  work  in  foreign  ministries,  other  types  of  technical  as- 
sistance, reverse  trade  missions,  and  training. 

Canada — The  Canadian  equivalent  of  TDA's  program — ^The  Industrial  Cooperation 
Program  (ICP)  located  within  the  Canadian  International  Development  Agency 
(CIDA)— had  a  1995  budget  of  $65  million  (Canadian).  The  ICP  program,  which  pro- 
vides feasibility  study  funding  and  assistance  to  Canadian  investors,  is  aggressive 
in  pushing  Canada's  commercial  interests  in  overseas  development  projects.  In  East- 
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em  Europe  and  the  NIS,  the  ICP  will  draw  upon  the  $122  million  budget  of  another 
government  program  to  assist  Canadian  business  in  this  region. 

France — The  French  have  between  10  and  15  difference  sources  of  funding  for  fea- 
sibility studies,  including  a  $20  million  budget  in  the  Ministry  of  Economy,  and  ap- 
proximately $10  million  in  the  Caisse  Francaise  de  Development  (the  French  AID 
program)  for  projects  in  the  former  French  colonies,  notably  countries  in  Africa,  and 
for  Vietnam.  In  addition  to  this  $30  million,  the  French  also  have  trust  funds  at 
various  multilateral  development  banks,  a  "know  how"  fund  for  Eastern  &  Central 
Europe,  and  various  other  small  programs. 

United  Kingdom — ^The  British  provide  project  planning  assistance  through  a  num- 
ber of  different  programs,  specifically  the  Overseas  Project  Fund  (OFF),  the  Aid  For 
Trade  program,  and  the  British  Knowhow  Fund.  British  companies  also  benefit  from 
the  aggressive  program  of  the  European  PHARE  program. 

In  addition  to  the  hundreds  of  millions  of  dollars  in  financial  support  that  the  gov- 
ernments of  our  foreign  competitors  provide,  these  governments  are  much  more  ag- 
gressive than  we  are  in  their  advocacy  of  their  companies.  They  negotiate  with  host 
governments  or  project  sponsors  to  put  a  "lock"  on  major  development  projects  for 
their  companies  through  a  number  of  approaches;  vertically  integrated  Japanese 
companies  provide  "A  to  Z"  services  and  comprehensive  financing  for  projects,  thus 
locking  all  of  their  companies  into  the  life  cycle  of  the  project;  the  French  also  pro- 
vide comprehensive  financing  and  their  companies  competing  in  these  markets  are 
often  government  corporations;  the  Germans,  Italians,  and  the  Japanese  sit  down 
with  recipient  countries  to  identify  their  infrastructure  projects,  and  develop  an  an- 
nual aid  package  for  these  projects. 

In  many  cases,  historical  ties  and  proximity  have  contributed  to  the  formation  of 
long-established  business  relationships  between  companies  of  these  countries  and 
the  governments  of  the  developing  countries — making  these  overseas  markets  dif- 
ficult for  U.S.  companies  to  penetrate,  despite  the  fact  that  high-quality  U.S.  prod- 
ucts and  state-of-the-art  technology  are  often  preferred. 

Since  TDA  does  not  meet  our  competitor's  programs  doUar-for-doUar,  we  find  that 
the  use  of  a  broad  government  advocacy  effort  is  often  effective  in  turning  projects 
to  U.S.  companies.  In  addition,  because  of  the  unique  way  in  which  TDA  operates, 
we  create  a  closer  bond  between  the  foreign  organization  and  the  U.S.  company;  we 
sign  the  grant  agreement  directly  with  the  foreign  government  or  foreign  private  en- 
tity sponsoring  the  project,  and  they  in  turn  select  the  American  firm  to  perform 
the  feasibility  study.  Although  TDA  pays  the  American  firm  that  does  the  work,  we 
do  so  only  after  this  work  has  been  approved  by  the  grantee.  In  this  way,  the  local 
organization  is  tied  intimately  into  the  project.  This  feature  of  TDA's  program  dis- 
tinguishes us  from  the  European  and  Japanese  models,  which  fail  to  involve  the 
host  nation  in  the  selection  of  the  contractor  or  in  the  actual  preparation  of  the  fea- 
sibility study.  In  addition,  TDA's  flexibility  and  lack  of  bureaucracy  in  its  organiza- 
tional structure  enables  us  to  respond  more  quickly  to  requests  from  host  govern- 
ments and  the  private  sector  then  our  foreign  competitors.  And  we  believe,  these 
qualities  makes  us  a  more  attractive  program  to  the  foreign  project  sponsors. 

Questions  for  the  Record  to  Ex-Im  Bank  From  Representative  Lightfoot 

Question.  Last  year,  I  requested  that  Ex-lm  provide  the  Subcommittee  with  an 
estimate  of  the  maximum  appropriation  that  Ex-Im  could  utilize  in  FY96.  Ex-Im's 
response  to  the  Subcommittee  was  unacceptable.  The  subcommittee  is  always  con- 
fident that  whatever  amount  Ex-Im  receives  from  Congress  will  be  fully  utilized. 

Therefore,  we  will  try  the  question  in  another  way.  Please  provide  the  Subcommit- 
tee with  the  amount  of  appropriated  funds  which  would  have  been  necessary  to 
meet  all  of  the  applications  submitted  to  Ex-Im  in  FVQe.  Further,  please  provide 
the  Subcommittee  with  the  amount  of  approved  applications  deferred  into  the  next 
fiscal  year  because  Ex-Im  had  reached  its  appropriations  ceiling.  Finally,  what  level 
of  funding  would  Ex-Im  need  from  Congress  to  meet  projected  demand  in  FVQ?? 

Answer.  This  is  an  extremely  difficult  question  to  answer  since  estimating  our 
budget  needs  involves  predicting  12  to  24  months  in  advance  the  precise  amount 
of  final  authorizations  Ex-Im  Bank  will  be  requested  to  make  as  well  as  the  precise 
amount  of  subsidy  those  final  authorizations  will  require.  Thus,  Ex-Im  Bank  not 
only  has  to  estimate  demand  level,  but  also  the  assumed  risk  involved  with  each 
transaction.  To  try  and  explain  this  process,  I  will  provide  you  with  some  back- 
ground on  Ex-Im  Bank's  utilization  of  appropriations  over  the  past  two  years. 

In  FY'94,  $18.7  billion  of  Letters  of  Interest  were  approved  by  Ex-Im  Bank.  The 
average  subsidy  rate  for  these  transactions  was  6%.  If  all  of  these  cases  had  re- 
quired a  final  authorization,  Ex-Im  Bank  would  have  needed  $1.1  billion  in  subsidy 
appropriations  to  approve  them.  However,  less  than  10%  of  those  issued  Letters  of 
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Interest  actually  came  back  to  Ex-Im  Bank  for  final  approval.  In  addition,  Ex-Im 
Bank  also  receives  transactions  that  come  into  the  Bank  for  direct  conversion  which 
have  not  involved  any  prior  action  by  the  Bank  in  the  form  of  a  Preliminary  Com- 
mitment or  Letter  of  Interest.  As  a  result,  in  1^*94  Ex-Im  Bank  had  final  authoriza- 
tions under  our  loan,  guarantee  and  insurance  programs  of  $14.9  billion  which  used 
$936.7  million  in  subsidy  appropriations. 

Congress  appropriated  $987  million  in  subsidy  in  FY'94  of  which  up  to  $50  million 
could  be  used  for  tied-aid  purposes.  Thus,  Ex-Im  Bank  had  $937  available  to  be 
used  for  Ex-Im  Bank's  regular  subsidy  program.  Of  the  $937  million,  $936.7  million 
was  used.  Consequently,  Ex-Im  Bank  carried  forward  into  FY'95  $351  thousand  of 
non-tied  aid  subsidy  appropriation,  and  since  no  tied  aid  case  was  finally  approved, 
all  $50  million  of  the  tied  aid  portion  of  the  subsidy. 

In  FY'95,  Ex-Im  Bank  authorized  $48.2  billion  of  Letters  of  Interest,  which  had 
a  potential  subsidy  charge  of  about  $2.8  billion.  However,  actual  demand,  or  final 
authorizations  of  loans,  guarantees  and  irsvu"ance  totaled  only  $11.9  billion,  using 
$667.8  million  of  the  $686  million  of  non-tied  aid  subsidy  appropriation  and  $7  mil- 
lion of  the  $100  million  tied  aid  appropriation.  Additionally,  $131  million  of  FY'94 
authorizations  were  cancelled  in  FY'95,  thus  making  an  additional  $131  available 
for  obligation  dvuing  FY'95.  Therefore,  Ex-Im  Bank  carried  into  FY'96  $150.3  mil- 
lion of  non-tied  aid  subsidy  appropriation  and  $264.4  million  of  tied-aid  subsidy  ap- 
propriation. 

To  date  in  FY'96,  Ex-Im  Bank  has  issued  $18.7  billion  of  Letters  of  Interest  which 
have  a  potential  call  on  subsidy  resoxu-ces  of  about  $1.1  billion.  Final  approvals  of 
cases  both  from  Letters  of  Interest  and  those  which  came  into  the  Bank  for  final 
approval  without  having  any  prior  Bank  action  totaled  $5.3  billion  with  a  subsidy 
charge  of  $431  million.  At  this  time,  we  anticipate  using  all  of  the  regvilar  subsidy 
appropriation  for  FY'96  of  $686  million  of  regular  subsidy,  and  $71  million  of  the 
tied-aid  fund,  leaving  a  balance  of  $293  million  of  tied  aid  funds  to  carry  over  into 
FY'97. 

As  you  can  see  from  the  above,  it  is  difficult  to  estimate  the  potential  demand 
for  the  Bank's  assistance  during  any  12-month  period,  both  in  terms  of  the  total 
amount  authorized  and  the  inherent  risk  profile  of  those  cases,  congress  has  recog- 
nized this  difficulty  and  provided  Ex-Im  Bank  with  the  flexibility  of  a  two-year  pe- 
riod in  which  to  utUize  the  subsidy  appropriation  for  non  tied-aid  cases.  Tied  aid 
authority  remains  available  indefinitely.  At  present,  we  do  not  anticipate  Ex-Im 
Bank  will  exceed  the  $17  billion  in  budget  estimated  authorizations.  In  addition,  Ex- 
Im  Bank  feels  that  the  $736  million  of  requested  subsidy  appropriation  will  be  suffi- 
cient to  meet  the  Bank's  subsidy  needs  and  to  service  the  iiltimate  demands  of  o\ir 
U.S.  exporters  on  the  Bank's  resources. 

Question.  Please  update  for  the  Subcommittee  the  summary  of  Ex-Im's  involve- 
ment with  Iowa  firms  in  FY  '96.  Did  Iowa's  export  promotion  board  ever  respond 
to  your  offer  of  assistance  within  Ex-Im's  city/state  program?  Would  Ex-Im  be  will- 
ing to  come  to  Iowa  in  FY  '96  to  participate  in  an  export  assistance  conference? 

Answer.  From  October  1,  1994  to  April  10,  1996,  Ex-Im  Bank  authorized  financial 
support  for  18  Iowa  companies  of  which  11  were  small  businesses.  This  support  to- 
taled $51,726,324  in  export  value.  So  far,  Iowa's  export  promotion  board  has  not 
been  responsive  to  a  City/State  partners  program.  Altiiough  the  board  has  not  been 
responsive  to  our  overtures,  Ex-Im  Bank  is  always  seeking  more  ways  or  avenues 
to  get  our  message  out.  In  this  connection,  we  would  be  happy  to  participate  in  any 
export  assistance  conference  in  Iowa.  Attached  in  a  breakdown  of  Ex-Im  Bank  sup- 
port in  Iowa. 

IOWA— STATE  DISBURSEMENT/SHIPMENT  SUMMARY 
[From;  10/1/94  To:  4/10/96:  Current  As  Of  04/19;  TC  Closing  As  Of:  01/31) 


Small  busi- 
nesses 


Total  busi- 
nesses 


Export  value 


Total  loan  &  guarantee  disbursements 

Total  insurance  shipments 

Total  working  capital  final  approvals  .. 

Total  IOWA 


8  $9,170,975 
8  41,430,349 
2        1,125,000 


18      51,726,324 
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Question.  Last  year,  Ex-Im  stated  that  it  had  not  detected  any  weakening  French 
or  German  commitment  to  tied  aid.  Is  that  still  the  case? 

Answer.  With  respect  to  French  and  German  commitment  to  tied  aid,  please  refer 
to  Table  2.  As  you  will  see  from  the  Table,  France  and  Germany  continue  to  be  the 
largest  donors  of  "Helsinki-type  tied  aid",  with  Spain,  the  UK  and  Australia  not  far 
behind.  The  drop  in  German  volumes  is  attributable  to  its  shift  toward  untied  aid 
credits.  French  volumes  are  subject  to  year-to-year  fluctuations,  so  it  is  not  certain 
whether  the  decline  in  1995  represents  a  secular  trend. 

Question.  In  another  response  to  a  Question  for  the  record,  Ex-Im  noted  that  be- 
cause of  a  1992  OECD  agreement,  tiea  aid  has  been  sharply  reduced.  According  to 
TDA,  the  Helsinki  Agreement  is  still  subject  to  interpretation  regarding  the  defini- 
tion of  "project"  and  the  analysis  of  pricing.  TDA  ftu-ther  noted  that  because  of  a 
lack  of  transparency  in  the  various  donors'  bidding  procedures,  much  of  the  untied 
aid  is  effectively  tied.  So  has  tied  aid  really  decreased  or  has  it  simply  taken  a  new 
form? 

Answer.  With  respect  to  increased  use  of  untied  aid,  please  refer  to  Table  1. 
Please  note  the  dramatic  increase  in  untied  aid  credit  offers,  exceeding  $16  billion 
in  1995.  Japan  is  responsible  for  about  90%  of  total  untied  aid  volumes,  and  Ger- 
many for  the  remaining  10%  (German  untied  aid  is  now  larger  than  German  tied 
aid).  Japanese  untied  aid  is  about  twice  as  large  as  the  tied  aid  provided  by  all 
other  OECD  countries,  and  heavilv  concentrated  in  Asia.  The  other  OECD  govern- 
ments have  not  followed  Japan  and  Germany. 

Like  tied  aid  credits,  untied  aid  credits  are  o.ffered  with  the  intention  of  financing 
the  hard-currency  imports  of  particular  development  projects.  The  only  difference 
between  untied  and  tied  aid  credits  is  that  under  untied  aid  credits,  borrowers  are 
not  obligated  to  use  funds  exclusively  to  make  purchases  in  donor  countries.  How- 
ever, borrowers  are  certainly  not  prevented  from  using  the  fiinds  in  donor  countries, 
and  the  borrowers  oft«n  come  under  commercial  pressure  to  do  just  that  from  Japa- 
nese or  German  firms  pursuing  the  projects  which  are  the  object  of  untied  aid. 

Japan  claims  that  larger  projects  receiving  untied  aid  are  subject  to  international 
competitive  bidding  (ICB),  which  would  theoretically  open  contracts  up  to  U.S.  ex- 
porters. However,  many  U.S.  exporters  are  convinced  that  they  must  work  directly 
with  Japanese  firms  to  obtain  a  slice  of  projects,  often  in  the  form  of  subcontracts 
to  Japanese  prime  contractors. 

Both  Japan  and  Germany  are  cooperating  in  providing  bid  information  for  projects 
receiving  untied  aid,  which  the  U.S.  Commerce  Department  is  disseminating  over 
the  Internet.  However,  the  level  of  bidding  and  project  detail,  and  the  timeliness  of 
the  information  submitted  by  Japan  and  Germany,  could  stand  considerable  im- 
provement. 

It  is  worth  noting  that,  in  spite  of  the  large  and  growing  volume  of  untied  aid, 
Ex-Im  Bank  has  so  far  received  very  few  serious  complaints  about  "de  facto"  tying. 

With  respect  to  implementation  of  the  1992  OECD  tied  aid  discipUnes,  please  note 
Tables  2-7,  which  provide  data  on  "Helsinki -type  aid  credits".  These  are  tied  aid  of- 
fers which — because  of  their  size,  financial  leverage,  and  destination — pose  the 
greatest  likelihood  of  causing  trade  distortions.  They  are,  therefore,  subject  to  the 
"commercial  viability"  discipline  established  by  the  OECD  in  1992.  "Helsinki-type 
aid  credits"  are  not  to  be  offered  for  "commercially  viable"  projects. 

Volumes  of  "Helsinki-type  aid  credits"  have  stabilized  at  some  $4-5  billion  per 
year,  about  half  the  voliunes  reached  before  the  1992  OECD  agreement.  "Helsinki- 
type"  tied  aid  credits  are  heavily  concentrated  in  China  and  Indonesia,  whose  gov- 
ernments actively  solicit  such  financing  as  a  concessional  alternative  to  regular  ex- 
port credits. 

The  1992  OECD  tied  aid  disciplines  have  altered  the  character  of  tied  aid.  Table 
5  and  6  list  tiie  types  of  projects  which  are  typically  eligible  and  ineligible  to  receive 
"Helsinki-type  aid  credits",  under  the  OECD's  commercial  viability  discipline.  Table 
7  details  the  dramatic  shift  in  "Helsinki-type  aid  credits"  out  of  the  power  and  tele- 
communications sectors  since  1992. 

Question.  Please  update  the  charts  provided  to  the  Subcommittee  last  year  on  his- 
toric trends  in  tied  aid. 

Answer.  Attached  are  the  updated  charts  or  Tables. 

Question.  A  recent  Wall  Street  Journal  guest  editorial  was  critical  of  Ex-Im's  re- 
cent deal  to  rebmld  Aeroflot's  fleet.  Could  you  give  me  the  Ex-Im  perspective  on  this 
situation? 

Answer.  We  believe  that  the  authors  of  the  referenced  Wall  Street  Journal  guest 
editorial  were  not  in  position  of  all  the  facts  of  the  referenced  transaction  and,  con- 
sequently, arrived  at  the  wrong  conclusion.  Ex-Im  Bank's  support  for  the  exports  in 
question  represents  two  significant  gains  for  American  workers  and  exporters.  First, 
Ex-Im  Bank's  support  is  making  possible  the  export  of  $1  billion  in  U.S.  built  en- 
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gines  and  electronics  equipment.  Second,  going  forward  with  Ex-Im  Bank's  support 
is  conditioned  on  a  Russian  agreement  to  conclude  a  new  accord  to  eliminate  Rus- 
sia's high  tariff  barriers  that  make  it  very  difficult  for  U.S.  large  civil  aircraft  to 
be  exported  to  Russia.  Hence,  this  transaction  supports  significantly  U.S.  exports  in 
the  near  term  and  shotild  lead  to  the  opening  of  the  Russian  market  to  future  ex- 
ports of  U.S.  built  aircraft. 

Question.  To  date,  how  much  funding  has  Ex-Im  released  as  part  of  Russia's  Oil 
&  Gas  Framework  agreement? 

Answer.  Three  transactions  are  currently  operative  under  Ex-Im  Bank's  Oil  & 
Gas  Framework  Agreement  totalling  $373  million.  A  fourth  transaction  involving 
$56.5  million  in  Ex-Im  Bank  financing  is  expected  to  be  made  operative  by  AprS 
19.  1996. 

TABLE  1— TRADE-RELATED  AID  CREDITS  BY  OECD  AGREEMENT  STATUS 

[In  billions  of  dollars] 


Before  1992  OECO 
Agreement 


1991 


1992 


Under  1992  OECD 
Agreement 


1993 


1994 


199S 


Since 
1993 


(1)  Helsinki-Type  Tied  Aid  Credits 9.35        9.94        4.07        5.30        4.28       13.65 

(2)  Untied  Trade-Related  Aid  Credits 1.31        6.41       11.55       11.27       16.22      39.03 

Other  Tied  Aid  Credits,  Including  the  following 8.95        2.71        1.17        2.28        3.13        6.57 

(3)  Oe  Minimis  Tied  Aid  Credits 0.24        0.14        0.16        0.27        0.58        1.01 

(4)  Grants  or  Near  Grants  8.16        2.28        0.65        1.27        2.10        4.02 

(5)  Tied  Aid  for  Least-Developed  Countries  0.55        0.29        0.36        0.74        0.45        1.54 

Definitions: 

(1)  Helsinki-Type  Aid  Credits  include  all  tied  aid  credits  not  included  under  2  through  S. 

(2)  The  large  majority  of  untied  aid  credits  are  Japanese,  for  Asian  projects. 

(3)  Tied  aid  credits  <SOR  2mn  {=%3  mn). 

(4)  Grants  or  very  soft  loans  (equivalent  to  80%  grant  &  20%  commercial  loan). 

(5)  Tied  aid  credits  (with  50%  or  larger  grant)  for  UN's  "Least  Developed  Countries",  which  mainly  are  the  very  low  income  Sahelian  Afri- 
can countries. 

TABLE  2— HELSINKI-TYPE  AID  CREDITS  BY  DONOR  COUNTRY 

[In  billions  of  dollars] 


Before  1992  OECD 
Agreement 


1991 


1992 


Under  1992  OECO 
Agreement 


1993 


1994 


1995 


Since 
1993 


Total  

First  Tier 

France  

Germany 

Second  Tier 

United  Kingdom  

Australia 

Spain 

Other  

United  States 0.95 

Sweden  0.05 

Netherlands 0.12 

Austria 0.58 

Japan 0.54 

Norway O.Il 

Denmark 0.01 

Belgium  0.33 

Canada 0.12 

Finland  0.42 


9.35 

9.94 

4.07 

5.34 

4.28 

13.69 

1.95 

2.76 

1.27 

2.69 

1.23 

5.19 

1.28 
0.67 

1.02 
1.74 

0.58 
0.69 

1.77 
0.92 

0.61 
0.62 

2.96 
2.23 

2.53 

1.73 

0.79 

1.53 

1.29 

3.62 

0.80 
0.08 
1.65 

0.52 
0.70 
0.51 

0.35 
0.24 
0.21 

0.22 
0.57 
0.74 

0.34 
0.43 
0.52 

0.91 
1.23 
1.48 

4.88 

5.28 

2.01 

1.13 

1.76 

4.90 

0.28 

0.53 

0.15 

0.21 

0.89 

0.54 

0.29 

0.22 

0.21 

0.72 

0.43 

0.31 

0.14 

0.18 

0.63 

0.23 

0.25 

0.20 

0.24 

0.69 

0,50 

0.31 

0.06 

0.30 

0.67 

0.27 

0.09 

0.13 

0.16 

0.39 

0.04 

0.00 

0.03 

0.15 

0.18 

0.58 

0.06 

0.05 

0.22 

0.34 

0.02 

0.12 

0.00 

0.07 

0.18 

0.08 

0.04 

0.04 

0.01 

0.09 
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TABLE  2— HELSINKI-TYPE  AID  CREDITS  BY  DONOR  COUNTRY— Continued 
[In  billions  of  dollars] 


Belore  1992  OECD 
Agreement 

Under  1992  OECO 
Agreement 

Since 
1993 

1991           1992 

1993           1994           1995 

Switzerland  .. 
Italy  

0.07        0.38 

1.58        1.92 

001         010        0.02 
0.00        0.00        0.00 

0.12 
0.00 

TABLE  3- 

-HELSINKI-TYPE  AID  CREDITS  BY  RECIPIENT  COUNTRY 

[In  billions  of  dollars] 

Before  1992  OECD 
Agreement 

Under  1992  OECD 
Agreement 

Since 
1993 

1991           1992 

1993           1994          1995 

3.20 

3.07 

2.58 

2.60 

2.05 

7.23 

2.08 
1.13 

1.61 
1.47 

2.05 
0.53 

1.33 
1.28 

1.27 
0.78 

4.65 
2.58 

3.35 

4.27 

0.91 

1.53 

1.45 

3.90 

Total  9.35  9.94  4.07  5.34  4.28 

First  Tier  

China 

Indonesia 

Second  Tier  

Pakistan  0.35  0.62  0.27  0.12  0.21 

Turkey 0.32  0.25  0.05  0.39  0.06 

Vietnam  0.04  0.02  0.12  0.02  0.38 

Tunisia  0.22  0.18  0.12  0.20  0.05 

Argentina 0.38  0.08  0.09  0.22  0.00 

Morocco  0.27  0.65  0.13  0.02  0.13 

Philippines  0.55  0.25  0.03  0.11  0.27 

Egypt  0.09  0.37  0.03  020  0.01 

Ecuador 0.17  0.12  0.00  0.16  0.07 

Zimbabwe 0.09  0.19  0.05  0.02  0.23 

India .: 0.85  1.55  0.02  0.09  0.04 


Total  

First  Tier  

Japan 

Germany 

France  

Other  

United  Kingdom  0.96 

United  States  3.43 

Spain  1.90 

Australia 0.08 

Sweden  0.06 

Netherlands 0.13 

Austria 0.58 

Norway 0.12 


13.69 


061 
0.50 
0.51 
0.37 
0.31 
0.28 
0.41 
0.24 
0.23 
0.30 
0.15 


Other  

2.79 

2.60        0.58        1.21 

0  78 

2.56 

TABLE  4    TRADE-RELATED  AID  CREDITS  BY  DONOR  COUNTRY 

[In  billions  of  dollars] 

Before  1992  OECD 
Agreement 

Under  1992  OECD 
Agreement 

Since 
1993 

1991             1992 

1993             1994 

1995 

19.61 

19.06 

16.78 

18.89 

23.63 

59.30 

9.29 

50.50 

13.50 

15.13 

19.49 

48.12 

1.76 
6.11 
1.42 

6.65 
2.61 
1.23 

11,21 
1.52 
0.77 

10.68 
2.62 
1.83 

15.88 
2.86 
0.76 

37.77 
7.00 
3.36 

10.32 

8.56 

3.28 

3.76 

4.14 

11.18 

0.52 

0.47 

0.46 

0.54 

1.46 

1.27 

0.90 

0.46 

0.23 

1.59 

0.60 

027 

0.84 

1.04 

2.15 

0.71 

0.24 

0.57 

0.45 

1.26 

0.59 

0.36 

0.47 

0.25 

1.08 

0.48 

0.32 

0.21 

0.35 

0.87 

0.26 

0.26 

0.25 

0.28 

0.79 

0.30 

0.15 

0.22 

0.23 

0.60 

Before  1992  OECD 
Agreement 

Under  1992  OECO 
Agreement 

Since 
1993 

1991 

1992 

1993 

1994 

1995 

0.02 

0.05 

0.00 

0.04 

0.23 

0.28 

0.34 

0.66 

0.08 

0.07 

0.27 

0.42 

0.12 

0.03 

0.12 

0.00 

0.11 

0.24 

0.68 

0.17 

0.07 

0.05 

0.09 

0.21 

0.07 

0.38 

0.01 

0.13 

0.06 

0.20 

1.82 

2.56 

0.04 

0.00 

0.00 

0.04 
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TABLE  4— TRADE-RELATED  AID  CREDITS  BY  DONOR  COUNTRY— Continued 

[In  billions  of  dollars] 


Denmark 

Belgium 

Canada  

Finland  

Switzerland 

Italy  

Projects  Generally  Considered  Commercially  Vl\ble  (Helsinki-Type  Tied  Aid 

Credits  Prohibited) 

power 

Oil-fired  power  plants;  Gas-fired  power  plants;  Large  stand-alone  hydropower 
plants;  Retrofit  pollution-control  devices  for  power  plants;  Substations  in  urban  or 
high-density  areas;  and  Transmission  lines  in  urban  or  high-density  areas. 

TELECOMMUNICATIONS 

Equipment  serving  interurban  or  long-distance  communications;  Telephone  lines 
serving  interurban  or  long-distance  communications;  Switching  equipment  serving 
urban  or  high-density  areas;  and  Radiocommunications  equipment  serving  urban  or 
high-density  areas. 

TRANSPORT 
Air  traffic  control;  and  Freight  railroad  operations  (locomotives,  cars,  signalling). 

MANUFACTURING 

Manufacturing  operations  intended  to  be  profit-making;  Privately-owned  manufac- 
turing operations;  Manufacturing  operations  with  export  markets;  and  Manufactur- 
ing operations  with  large,  countrjrwide  markets. 

Projects  Generally  Considered  Commercially  Non-Vl\ble  (Helsinki-Type 
Tied  Aid  Credits  Permitted) 

power 

Transmission  lines  to  low-density,  rural  areas;  Geothermal  power  plants;  Wind 
energy  turbine  farms;  District  heating  systems;  and  Small  hydropower  plants  con- 
nected with  irrigation. 

telecommunications 

Telephone  lines  serving  low-density,  rural  areas;  Switching  equipment  serving 
low-density,  rural  areas;  and  Radiocommunications  equipment  serving  low-density, 
rural  areas. 

transportation 

Road  and  bridge  construction;  Airport  terminal  and  runway  construction;  Pas- 
senger railroad  operations  (locomotives,  cars,  signalling);  and  Urban  rail  and  metro 
systems. 

manufacturing 

Highly  localized  cooperatives;  Highly  localized  food  processing;  and  Highly  local- 
ized construction  supply. 
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SOCIAL  SERVICES 

Sewerage  and  sanitation;  Water  treatment  facilities;  Firefighting  vehicles;  Equip- 
ment used  for  public  safety;  Housing  supply;  School  supply;  and  Hospital  and  clinic 
supply. 

TABLE  7— HELSINKI-TYPE  TIED  AID  CREDITS  BY  SECTOR 

[Dollar  amounts  in  billions:  or  percent  to  total] 

Before  1992  OECD  Under  1992  OECD 

Agreement  Agreement  Smce 

1993 


1991     1992     1993    1994     1995 


Total  $9.35  $9.94  $4.07  $5.34  $4.28  $13.69 

Transportation  1.70  1.16  1 39  1.42  1.25  4.06 

Power 2.92  4.08  0.75  1.35  0.72  2.82 

Telecommunications 0.98  1.36  0.78  0.38  0.50  1.66 

Manufacturing 1.95  1.22  0.22  0.24  0.18  0.64 

Agriculture 0.28  0.15  0.18  0.04  0.07  0.30 

Ottier  1.79  2.11  0.93  1.96  1.64  4.53 


Total  (percent)  100.0       100.0       100.0       100.0       100.0       100.0 


Transportation  (percent)  18.2  11.7  34.1  26.5  29.2  6.8 

Power  (percent) 31.3  41.1  18.5  25.2  16.7  4.7 

Telecommunications  (percent)  10.5  13.7  19.2  7.1  11.7  2.8 

Manufacturing  (percent) 20.9  12.3  5.4  4.5  4.2  1.1 

Agriculture  (percent)  3.0  1.5  4.5  0.8  1.7  0.5 

Ottier  (percent) 19.2  21.2  22.8  36.7  38.2  7.6 

Questions  for  the  Record  to  OPIC  From  Representative  Lightfoot 

redirection  of  activities  to  emphasize  u.s.  exports,  environmental  and 
worker  rights  concerns 

Question.  Last  year  OPIC  stated  it  has  "redirected  activities  to  emphasize  projects 
that  benefit  the  U.S.  economy  and  promote  exports  and  are  sensitive  to  environ- 
mental concerns  and  promote  internationally  recognized  workers'  rights."  However, 
when  pressed  for  specifics  in  this  regard,  OPIC  responded  that  these  activities  are 
actually  required  by  statute  (the  OPIC  Amendments  Act  of  1985).  OPIC's  response 
implies  activities  in  this  regard  prior  to  1994  were  not  consistent  with  statute. 
Please  detail  for  the  Subcommittee  the  exact  nature  of  how  OPIC  has  "redirected 
activities"  in  this  area  since  1994. 

Answer.  OPIC's  activities  have  always  been  consistent  with  its  statute.  Neverthe- 
less, we  continually  strive  to  improve  our  performance.  For  example,  in  1993, 
OPIC's  management  determined  that  the  agency  should,  whenever  possible,  in- 
crease its  emphasis  on  projects  that  strongly  benefit  the  U.S.  economy,  specifically 
those  projects  generating  significant  U.S.  exports.  This  increased  emphasis  on  U.S. 
exports  is  evident  in  OPIC's  project  data:  the  value  of  U.S.  exports  per  project  in- 
vestment dollar  was  30  percent  higher  over  the  1993-1995  period,  compared  to  the 
1990-1992  period. 

In  addition,  OPIC  has  adopted  a  conservative  interpretation  of  the  statute  re- 
stricting the  use  of  appropriated  funds  in  establishing  or  developing  export-process- 
ing zones  (EPZs)  overseas.  Given  the  greater  potential  for  projects  in  EPZs  to  com- 
pete with  U.S.  production  in  U.S.  and  foreign  markets,  OPIC  determined  in  1993 
that  the  agency  should  generally  refrain  from  supporting  projects  even  within  exist- 
ing EPZs. 

Since  1993  OPIC  has  emphasized  projects  that  are  sensitive  to  environmental  con- 
cerns through  its  support  of  the  Global  Environmental  Emerging  Markets  Fund. 
The  fund,  backed  by  an  OPIC  loan  guaranty  and  capitalized  at  $70  million,  has  in- 
vested more  than  $50  million  in  projects  producing  and  supplying  clean  energy  and 
water  in  Africa,  Latin  America  and  Asia.  OPIC's  Board  of  Directors  recently  author- 
ized the  creation  of  a  second  fund  devoted  to  environmentedly  beneficial  projects, 
with  an  emphasis  on  the  emerging  water  supply  and  wastewater  treatment  sectors. 
Support  of  these  fUnds  goes  beyond  OPIC's  statutory  requirements  with  respect  to 
environmental  protection. 
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In  the  worker  rights  area  OPIC  has  implemented  new  statutory  responsibilities 
since  1993  that  are  designed  to  ensure  that  individual  projects  do  not  contribute  to 
worker  rights  violations.  Although  OPIC's  statute  was  amended  in  1992  to  include 
standard  contract  language  designed  to  achieve  this  objective.  OPIC  has  supple- 
mented this  language  as  necessary  to  compensate  for  defects  in  host  country  laws 
and  regulations,  by  requiring  investors  to  provide  very  specific  assurances  with  re- 
spect to  their  individual  projects.  OPIC  is  preparing  to  monitor  investor  compliance 
with  these  contractual  undertakings. 

TRACKING  PROJECTS  REJECTED  ON  ENVIRONMENTAL  OR  WORKER  RIGHTS  GROUNDS 

Question.  Last  year  OPIC  reported  to  the  Subcommittee  that  it  did  not  know  of 
any  project  for  which  OPIC  support  was  denied  on  environmental  or  workers'  rights 
grounds  where  a  U.S.  company  was  subsequently  displaced  by  a  non-U. S.  company. 
However,  OPIC  also  stated  that  it  did  not  have  any  tracking  system  of  such  activity. 
Is  that  still  the  case?  How  difficult  would  it  be  for  OPIC  to  establish  such  a  system? 

Answer.  OPIC's  knowledge  of  the  current  status  of  U.S.  investment  in  projects  it 
has  formally  rejected  on  environmental  grounds  is  based  on  pubUc  reports  about 
large  projects  that  are  typically  subject  to  media  attention.  A  more  systematic  track- 
ing system  for  smaller  projects,  including  those  informally  rejected,  would  require 
a  dedicated  research  effort,  as  many  of  these  smaller  projects  are  not  routinely  cov- 
ered by  the  media  and  companies  are  often  reluctant  to  release  details  of  their  in- 
vestments. Such  an  effort  would  detract  from  resources  currently  used  for  assessing 
and  monitoring  projects  in  which  OPIC  participates. 

IOWA 

Question.  Please  update  for  the  Subcommittee  the  summary  of  OPIC's  involve- 
ment with  Iowa  firms  in  Fy95  and  FY96.  Would  OPIC  be  willing  to  come  to  Iowa 
in  FY96  to  participate  in  an  export  assistance  conference? 

Answer.  Utilization  of  OPIC  programs  is  driven  by  the  specific  need  of  individual 
private  investors,  which  can  vary  from  region  to  region.  However,  we  have  been  able 
to  report  on  past  OPIC  involvement  with  Iowa  companies  in  the  past,  most  notably 
OPIC's  insurance  of  Stanley  Consultants'  consulting  contract  in  Jordan,  as  well  as 
an  investor  conference  and  a  trade  meeting  that  took  place  in  Iowa  in  1994. 

Last  fiscal  year  (FY  1995),  four  OPIC-supported  investment  projects  were  ex- 
pected to  involve  procurement  from  the  following  Iowa-based  firms:  Coppus-Murray 
and  Conifer  Corporation  of  Burlington,  and  Norand  of  Cedar  Rapids.  The  equipment 
to  be  procured  includes  telecommunications  and  computer  equipment  and  turbine 
generators  valued  at  over  $10  million.  This  procurement  is  expected  to  occur  at 
some  point  during  the  first  five  years  of  project  operations. 

Finally,  we  are  always  open  to  participating  in  events  which  will  stimulate  U.S. 
companies  to  venture  into  exports  and  investments,  which  will  help  them  to  better 
compete  in  the  global  marketplace.  Let  us  know  whenever  we  can  be  helpful. 

COMPETITIVE  IMPACT  OF  OPIC'S  CONCERN  WITH  ENVIRONMENT  AND  WORKER  RIGHTS 

Question.  OPIC  has  stated  "it  has  been  OPIC's  experience  that,  on  balance,  our 
concern  with  these  matters  (i.e.,  environment  and  workers'  rights)  helps  make  U.S. 
companies  more  competitive  and  their  investments  more  productive  and  secure." 
Please  quantify  for  the  Subcommittee  the  statistical  premise  behind  this  statement, 
particularly  what  OPIC  means  by  "on  balance." 

Answer.  There  is  considerable  anecdotal  evidence  that  companies  that  conduct 
their  activities  in  an  environmentally  sound  manner  and  in  comphance  with  basic 
worker  rights  are  viewed  by  host  country  governments  as  more  desirable  investors 
than  companies  that  do  not.  This  perception  benefits  these  companies  in  the  inter- 
national competition  for  investment,  as  knowledgeable  host  governments  base  their 
selection  process  on  qualitative  factors  in  addition  to  cost.  Such  companies  are  more 
likely  to  have  stable  relationships  with  their  host  country  partners  and  govern- 
ments. The  level  of  due  diligence  that  OPIC  brings  to  the  assessment  of  its  clients' 
commitments  to  these  objectives  provide  host  governments  with  independent  evi- 
dence that  OPIC-assisted  projects  meet  international  environmental  and  labor 
standards. 

DEMAND  FOR  SERVICES 

Question.  Taking  into  account  the  size  of  your  staff  and  projections  in  demand  for 
OPIC  services,  what  is  the  maximum  appropriations  OPIC  could  utilize  in  FY97? 
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Answer.  Demand  is  strong  for  project  support  in  Latin  America.  Asia.  Central  and 

Eastern  Europe  and  elsewhere.  The  Administration  request  for  OPIC  to  spend  $72 

nulhon  of  Its  own  resources  for  subsidy  to  support  its  credit  programs  and  $32  mil- 

Tm  k'JLlfbr  FY^igg?""^^         admimstrative  expenses  will  provide  an  effective  pro- 

QUESTIONS  FOR  THE  RECORD  TO  TDA  FROM  REPRESENTATIVE  LiGHTFOOT 

Question  Please  update  for  the  Subcommittee  the  summary  of  TDA's  involvement 

with  Iowa  firms  in  FY  95  and  FY  96.  ^o  uivuivement 

Answer.  This  year.  Stanley  Consultants  of  Muscatine,  which  has  participated  in 

a  number  of  TDA-supported  projects  in  the  past,  conducted  an  analysis  of  the  Water 

and  Sewage  Sector  Reconstruction  in  Bosnia. 

Under  the  direction  of  the  State  Department,  TDA  was  tasked  to  identify  projects 
in  the  four  key  sectors  slated  to  be  rebuilt  in  Bosnia:  transportation,  telecommuni- 
cations energy,  and  waste  water.  Stanley  Consultants  participated  in  the  mission 
to  identify  $50  milhon  of  key  projects  in  these  sectors,  with  their  focus  on  the  waste 
water  sector.  They  assisted  in  the  technical  assessment  and  evaluation  of  these 
projects. 

Traditionally,  TDA  has  prioritized  its  activities  in  the  four  sectors  mentioned 
above  as  these  are  areas  in  which  U.S.  products  and  technology  are  competitive 
Recently,  however,  we  have  taken  steps  to  branch  out  into  the  agriculture  sector  in 
order  to  assist  projects  related  to  agriculture  infrastructure  and  equipment  sales 
Last  month,  TDA  brought  on  board  for  a  six-month  period  an  employee  from  the 
Department  of  Agriculture's  Foreign  Agriculture  Service  who  wiU  help  us  identify 
and  evaluate  agricultural  opportunities  for  U.S.  companies  in  the  markets  in  which 
we  operate.  We  will  also  work  with  staff  at  FAS  to  become  better  informed  of  the 
types  of  financing  available  for  agriculture-related  projects.  This  cooperative  effort 
will  enable  TDA  to  be  more  effective  in  helping  more  U.S.  companies  in  the  agri- 
culture sector  compete  in  overseas  markets. 

Question.  Would  TDA  be  willing  to  come  to  Iowa  in  FY96  to  participate  in  an  ex- 
port assistance  conference? 

Answer.  TDA  welcomes  opportunities  to  work  with  Iowa  companies  in  order  to  in- 
form them  about  our  program  and  of  export  opportunities  we  encounter.  We  have 
undertaken  an  aggressive  outreach  effort,  which  includes  a  training  session  for  U  S 
compames  every  month  in  states  around  the  nation.  In  order  to  maximize  U.S  Gov- 
ernment resources,  we  often  coordinate  these  events  with  OPIC,  Ex-Im,  and  the  De- 
partment of  Commerce.  We  could  certainly  see  a  value  in  participating  in  such  an 
event  in  Iowa. 

Question.  What  have  been  the  results  of  TDA's  reimbursement  policy?  Did  the  pol- 
icy end  up  the  administrative  burden  that  TDA  was  initially  concerned  over? 

Answer.  Since  implementing  the  "success  fee"  program  on  May  1,  1995,  two-thirds 
a<r!'A  u  ^^^^'^^^^^^  studies  we  have  approved  include  the  reimbursement  requirement. 
TDA  had  anticipated  greater  resistance  to  "success  fees"  from  U.S.  companies  be- 
cause they  would  have  to  carry  the  contingent  liabilities  on  their  books  and  because 
their  foreign  competitors  generally  do  not  face  such  requirements.  Our  experience 
has  been  quite  different — companies  have  been  willing  to  accept  the  terms  of  reim- 
bursement accompanying  TDA  assistance.  We  believe  this  is  further  evidence  of  the 
vital  role  TDA  plays  in  providing  the  U.S.  Government  imprimatur  on  these 
projects,  which  opens  the  door  to  their  involvement. 

It  is  too  soon  to  tell,  however,  what  the  administrative  burden  will  be  in  actually 
recouping  the  repayments  when  they  come  due.  TDA  has  established  general  guide- 
hnes  for  repayment  of  a  "success  fee,"  yet  has  retained  flexibihty  in  structuring  the 
repayment  program  so  that  it  does  not  act  as  a  disincentive  to  U.S.  companies  for 
nnplementing  the  project.  Rather  than  apply  a  rigid  set  of  rules  across  the  board, 
TDA  negotiates  the  repayment  agreements  on  a  case-by-case  basis.  In  all  cases, 
however,  TDA  requires  from  the  companies  an  annual  status  report  of  the  project 
and  their  exports. 

Second,  though  smoothly  implemented  to  date,  uncertainties  exist  as  to  how  the 
"success  fee"  program  will  perform  in  the  out  years  when  costs  are  due  to  be  recov- 
ered. Despite  the  best  efforts  of  TDA's  legal  staff  to  negotiate  airtight  terms  for  re- 
payment, changing  scopes  of  projects  and  related  activities  may  result  in  legal  dis- 
putes over  what  triggers  reimbursement.  In  order  words,  we  expect  the  "success  fee" 
program  to  add  significantly  to  the  workload  of  staff  in  terms  of  negotiating  con- 
tracts, monitoring  the  progress  of  projects  and  repayments  schedules,  and  negotiat- 
ing settlements  arising  from  disputes  over  what  constitutes  "related  proiect  activi- 
ties." 
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Reimbursement  is  triggered  by  either  export  sales  to  the  project  or  in  private  in- 
vestor projects,  when  financing  for  the  project  is  finalized.  In  general,  companies 
which  seek  assistance  fi-om  TDA  in  order  to  get  the  follow-on  sales  of  their  equip- 
ment of  technology  to  the  project  will  repay  TDA  over  a  3-5  year  period  based  on 
a  percentage  of  actual  sales.  TDA  has  determined  that  procurements  for  these 
projects  often  occiu-  over  this  time  fi'ame;  therefore,  forcing  U.S.  companies  to  absorb 
the  entire  cost  of  repayment  up  front  would  put  the  U.S.  companies  at  a  financial 
disadvantage  against  their  foreign  competitors  that  do  not  have  to  repay  their  gov- 
ernments for  the  assistance  they  receive.  Companies  seeking  to  secure  an  equity  in- 
vestment in  a  private  sector  project  will  reimburse  TDA  the  full  grant  amount  at 
the  financial  closing  of  the  investment. 

Questions  for  the  Record  to  Ex-Im  Bank  From  Representative  Wolf 

Question.  As  you  know,  I  was  one  of  several  members  who  wrote  you  in  December 
to  express  my  concern  about  Ex-Im  Bank  funding  for  the  Three  Gorges  Dam  project 
in  China.  I  understand  that  a  decision  has  not  yet  been  made  on  whether  to  extend 
bank  financing  to  companies  wishing  to  be  a  part  of  that  massive  project.  Can  you 
tell  me  the  status  of  the  decision? 

Answer.  I  want  to  thank  you  for  the  concerns  that  you  expressed  in  your  Decem- 
ber letter  on  the  Three  Gorges  Dam  project.  Ex-Im  Bank  staff"  is  cvurently  complet- 
ing the  analysis  of  the  Three  Gorges  Dam  project  using  the  best  information  and 
independent  analysis  of  the  financial,  technical  and  environmental  information 
available.  This  extensive  analysis  is  essential  in  order  that  Ex-Im  Bank's  Board  of 
Directors  can  arrive  at  the  best  possible  judgment  consistent  with  Ex-Im  Bank  char- 
ter mandates.  Once  staff"  has  completed  the  analysis  of  the  project  and  the  case  is 
scheduled,  the  Ex-Im  Bank's  Board  of  Directors  will  undertake  consideration  of  the 
prmect  once  a  full  Board  is  available  to  make  a  decision  on  the  project. 

Question.  What  does  the  Ex-Im  Bank  program  in  China  consist  of?  What's  the 
overall  value?  Has  it  expanded  in  recent  years? 

Answer.  Ex-Im  Bank  has  no  special  program  targeted  to  China.  As  with  all  the 
export  transactions  that  the  Bank  supports,  we  react  to  what  the  U.S.  exporting 
community  brings  to  us.  The  level  of  Ex-Im  Bank  support  for  exports  to  China  is 
a  reflection  of  the  export  opportunities  in  a  country  that  has  had  enormous  economic 
growth  and  where  U.S.  exporters  have  been  able  to  develop  the  market.  Ex-Im  Bank 
currently  has  approximately  $10  billion  in  requests  for  financing  of  U.S.  exports  to 
China.  Since  the  early  1980's,  Ex-Im  Bank  has  supported  over  $4.5  billion  in  U.S. 
exports  to  China.  Currently,  Ex-Im  Bank  has  approximately  $3.7  billion  in  exposiu-e 
to  China. 

Question.  Could  you  please  provide  me  with  a  list  of  the  top  ten  U.S.  corporations 
that  receive  Ex-Im  Bank  financing  for  projects  in  China? 

Answer.  The  primary  exporter  noted  under  our  sales  contract  for  the  transaction 
is  not  necessarily  the  sole  or  even  the  majority  supplier  of  U.S.  goods  and  services 
for  export  to  China.  Nevertheless,  according  to  our  database  the  following  primary 
suppliers/corporations  received  Ex-Im  Bank  support  for  their  exports:  The  Boeing 
Company,  McDonnell  Douglas  Corporation,  Westinghouse  Corporation,  General 
Electric  Company,  CFM  Corporation,  Foster  Wheeler  Corporation,  CFM  Inter- 
national, United  Technologies,  Coming  Glass  International  and  Unit  Rig  &  Equip- 
ment Company,  and  AT&T. 

Questions  for  the  Record  to  Ex-Im  Bank  From  Representative  Packard 

Question.  Given  the  demand  for  your  programs,  as  shown  by  the  increase  in  the 
number  of  transactions  the  Bank  is  handling,  the  reduced  number  of  FTE's  and 
overall  constraints  in  the  Budget,  are  you  exploring  ways  in  which  technology  can 
make  a  difference? 

Answer.  During  the  summer  of  1995,  Ex-Im  Bank  hired  its  first  Chief  Information 
Officer.  One  of  the  charges  given  to  the  person  selected  for  that  position  was  to  work 
with  the  heads  of  the  Bank's  various  business  activities  to  develop  ways  in  which 
modern  information  technology  tools  could  be  utilized  to  improve  the  Bank's  produc- 
tivity. During  the  fall  of  1995,  an  Internet  World  Wide  Web  'home  page'  <http:// 
www.exim.gov>  for  the  Bank  became  a  reality  allowing  Ex-Im  Bank's  information 
to  be  available  24  hours  a  day,  7  days  a  week.  Based  on  our  initial  several  months' 
experience  with  this  Web  site  we  are  now  redesigning  the  Web  site  to  provide  addi- 
tionally information,  allow  for  comments  and  questions  to  be  received  electronically, 
and  we  are  creating  the  infrastructure  to  eventually  permit  applications  and  similar 
documents  to  be  completed  'on-line'.  We  believe  that  this  capability  will  have  a  salu- 
tary eff"ect  on  the  Bank's  ability  to  reach  small  business  customers  more  easily  and 
more  conveniently,  at  times  of  the  customer's  own  choosing,  and  lessen  the  inevi- 
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table  paperwork  involved  in  Ex-Im  Bank  financing  activities.  We  believe  that  this 
capability  will  lighten  the  load  on  our  internal  staff,  result  in  few  documents  having 
to  be  printed  on  paper  and  mailed  or  faxed  out,  and  allow  for  faster  turnaround  for 
customer  requests. 

In  addition,  Ex-Im  Bank  has  become  an  associate  member  of  the  Financial  Serv- 
ices Technology  Consortium,  an  organization  sponsored  by  larce  U.S.  financial  insti- 
tutions, which  is  developing  innovative  electronic  approaches  for  handling  inter-  and 
intra-flnancial  community  transactions  and  information  transfers  with  superior  ac- 
curacy and  security  than  is  possible  with  existing  computer  architecture  and  has  set 
as  a  goal  the  'rightsizing"  and  modernization  of  its  computer  and  data  facilities.  We 
believe  that  this  effort  will  result  in  more  efficient  transaction  handling,  reduced 
operational  cost,  and  improved  information  productivity  of  our  staff. 

Question.  Part  of  Ex-Im  Bank's  mission  is  to  level  the  playing  field  for  U.S.  ex- 
porters confronted  with  foreign  government  support  for  exports.  What  is  the  Bank 
doing  on  a  multilateral  front  within  the  OECD  to  achieve  a  more  level  playing  field 
for  tne  long  term? 

Answer.  The  U.S.  Government  has  been  successful  in  reducing  the  level  of  sub- 
sidies in  officially  supported  export  credits  through  international  negotiation.  We 
have  achieved  parity  among  OECD  country  export  credit  agencies  on  some  of  the 
most  important  aspects  of  financing — interest  rates,  repayment  terms,  and  cash 
payments  being  the  most  notable.  However,  the  U.S.  Government  is  seeking  greater 
discipline  in  two  specific  areas  to  ensure  that  U.S.  exporters  are  not  disadvan- 
taged— that  is,  exposure  fees  and  tied  aid. 

Exposure  Fees:  Exposure  fees  (or  premiums)  are  risk-based  fees  charged  by  export 
credit  agencies  to  compensate  for  risk  associated  with  providing  official  financing 
support.  Unlike  the  other  major  financing  components  of  official  export  credit  (inter- 
est rates,  repa5Tnent  terms,  cash  pajrments,  etc.),  exposure  fees  are  not  bound  by 
international  agreement.  Rather,  each  export  credit  agency  makes  its  own  assess- 
ment of  the  risk  contained  in  a  transaction  and  charges  an  exposure  fee  commensu- 
rate with  the  perceived  risk.  This  approach  can  (and  sometimes  does)  yield  wide 
variations  in  the  risk-based  exposure  fee  charged  by  export  credit  agencies  in  any 
given  transaction.  In  fact,  exposure  fees  are  the  major  cost  component  of  official  ex- 
port credit  that  can  vary  among  OECD-member  export  credit  agencies  and,  there- 
fore, influence  competitiveness. 

Accordingly,  the  level  of  exposure  fees  charged  by  other  major  export  credit  agen- 
cies is  a  key  consideration  in  determining  Ex-Im  Bank's  exposure  fees.  These  com- 
petitive considerations  result  in  Ex-Im  Bank  exposure  fees  that  are  close  to,  or 
somewhat  more  expensive  than,  market  prices  for  relatively  low-risk  transactions 
and  exposure  fees  that,  generally,  are  below  the  market  for  higher-risk  transactions. 
Therefore,  in  higher-risk  transactions,  where  the  private  sector  is  least  likely  to  pro- 
vide export  credit  financing  support,  Ex-Im  Bank  is  compelled  to  charge  competitive 
fees,  at  below  market  costs,  to  ensure  that  U.S.  exporters  have  an  opportunity  to 
compete  for  international  contracts  on  their  commercial  merits. 

Ex-Im  Bank  is  addressing  this  mismatch  in  "pricing  to  risk"  through  international 
negotiations.  For  the  past  12  months  or  so,  Ex-Im  Bank  has  been  actively  engaged 
in  a  dialogue  with  its  foreign  counterparts  under  the  auspices  of  the  OECD  to  gain 
a  better  understanding  of  how  export  credit  agencies  determine  exposure  fees.  Ulti- 
mately, our  goal  in  these  discussions  is  to  obtain  a  multilateral  agreement  on  mini- 
mum exposure  fees  in  which  export  credit  agencies  are  compensated  more  fully  for 
risk.  At  this  point  in  the  discussions,  we  are  gathering  information  on  other  export 
credit  agencies  practices  and  policies  to  gain  an  appreciation  for  the  distinctions  in 
risk  perceptions  and  to  identify  those  areas  in  which  consensus  already  exists.  We 
are  optimistic  that  we  will  succeed  in  reaching  an  OECD  agreement  in  which  expo- 
sure fees  reflect  risk  better,  but  recognize  that  it  takes  time  and  commitment  to 
achieve  a  multilateral  consensus. 

Tied  Aid:  The  1992  package  of  OECD  tied  aid  rules,  including  the  largely  success- 
ful OECD  project  consultations  process,  have  helped  to  mitigate  the  aggregate  trade 
distortions  associated  with  foreign  governments'  aid  programs.  There  has  been  a 
major  shift  from  formally  tied  to  formally  untied  aid  credits,  which  presents  some 
prospects  for  U.S.  procurement.  Compared  to  the  situation  before  1992,  foreign  tied 
aid  credit  offers  themselves  are  becoming  smaller  in  average  size,  are  becoming 
more  concessional  on  average,  are  directed  largely  at  projects  which  are  unlikely  to 
attract  regular  export  credits,  and  are  directed  toward  a  somewhat  poorer  range  of 
developing-country  markets.  Nevertheless,  U.S.  exporters  still  confront  foreign  tied 
aid  offers  when  bidding  for  contracts.  Ex-Im  Bank  uses  its  Tied  Aid  Credit  Fund 
to  match  foreign  tied  aid  offers  on  a  selective  basis.  In  so  doing,  Ex-Im  Bank  helps 
to  level  the  plajdng  field  for  U.S.  exporters.  For  contracts  where  foreign  tied  aid  is 
not  yet  on  offer,  but  is  of  concern  to  U.S.  exporters,  Ex-Im  Bank  uses  OECD  proce- 
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dures  together  with  the  threat  of  matching  to  help  deter  foreign  tied  aid  offers  be- 
fore a  matching  Ex-Im  Bank  tied  aid  offer  becomes  necessary. 

Question.  What  is  Ex-Im  Bank  doing  to  help  U.S.  aircraft  manufactxirers  compete 
against  strong  financing  support  from  the  Airbus  export  credit  agencies? 

Answer.  Following  an  analysis  of  the  fees  charged  by  the  Airbus  export  credit 
agencies  (EGAs),  in  August  1995  Ex-Im  Bank  reauced  its  large  aircraft  exposure 
risk  fee  on  guarantee  fees  from  4%  to  3%.  This  permitted  U.S.  suppliers  to  offer 
more  competitive,  lower  cost  financing,  and  was  welcomed  in  the  industry. 

In  September  1995,  Ex-Im  Bank's  Large  Aircraft  Matrix,  a  policy  guideUne  relat- 
ing to  large  aircraft  financing,  was  revised  and  simplified.  Both  U.S.  manufacturers 
and  financial  institutions  were  consulted  in  the  process.  The  primary  result  was  to 
permit  a  more  liberalized  approach  to  asset-basea  transactions 

Ex-Im  Bank  considers  the  coverage  for  large  aircraft  transactions  in  the  high-risk 
markets  to  be  the  "cutting  edge"  of  its  overjdl  aircraft  program.  Some  recent  exam- 
ples are  potential  transactions  in  the  CIS  where  a  large  preliminary  commitment 
was  approved  in  January  1996  to  Russia  and  two  final  appUcations  are  under  re- 
view in  the  CIS. 

An  important  element  of  Ex-Im  Bank's  support  is  prompt  service  to  U.S.  suppli- 
ers. A  recent  example  of  this  policy  was  on  a  preliminary  commitment  application 
by  one  of  our  suppliers  in  early  March  1996  for  $354  million  in  Ex-Im  Bank  asset- 
based  financing  for  an  eastern  European  carrier.  Staff  analysis  of  the  application 
and  Board  of  Directors  approval  were  accomplished  in  two  weeks,  enabling  the  U.S. 
manufacturer  to  sign  a  sales  agreement  on  the  schedule  proposed  by  it  and  the  over- 
seas customer. 

Question.  Although  international  agreement  limits  official  export  credit  support  to 
a  12-year  repayment  term,  sometimes  the  Airbus  ECAs  will  allow  the  related  com- 
mercial financing  to  wrap  around  the  official  12-year  financing  thus  extending  the 
total  repayment  term.  Will  Ex-Im  Bank  allow  the  U.S.  manufacturers  to  arrange  for 
similar  commercial  financing  to  extend  the  effective  financing  term? 

Answer.  Ex-Im  Bank  is  sensitive  to  this  issue.  While  the  Large  Aircraft  Sector 
Understanding  (LASU)  limits  repayment  of  the  officially  supported  financing, 
whether  85%  of  costs  or  a  lesser  percentage,  to  a  maximum  12-year  repayment 
term,  the  LASU  does  not  address  terms  of  any  commercial,  non-ECA  supported 
credit.  Ex-Im  Bank  believes  that  the  terms  of  commercial  financing  should  be  dic- 
tated by  the  market.  Such  terms  could  include  a  non-ECA  portion  on  an  original 
term  exceeding  12  years  or  on  a  12-year  term  with  a  balloon  payment  on  which  refi- 
nancing for  an  additional  term  could  be  assumed. 

Question.  Is  Ex-Im  Bank  contemplating  any  increase  in  the  exposure  fees  for  air- 
craft? If  so,  why  would  Ex-Im  Bank  add  any  barriers  to  the  purchase  of  large  U.S. 
aircraft,  since  higher  exposure  fees  will  drive  some  buyers  away  from  U.S.  aircraft? 

Answer.  In  order  to  bring  Ex-Im  Bank's  aircraft  financing  policies  into  conformity 
with  its  other  export  finance  programs,  Ex-Im  Bank  is  considering  a  revision  of  its 
large  aircraft  exposure  fees  to  reflect  the  market  risks  in  each  transaction.  If  adopt- 
ed, such  risk-based  fees  are  expected  to  divide  airlines  into  various  risk  categories 
so  that  in  some  cases  the  new  fee  would  represent  a  reduction  from  that  currently 
in  effect,  while,  in  other  cases,  there  would  be  an  increase.  Discussion  of  a  new  fee 
schedule  has  been  closely  coordinated  with  the  Airbus  ECAs  which  are  also  consid- 
ering a  revised,  risk-based  fee  structure.  Ex-Im  Bank's  intention  is  that  any  new 
fee  structure  "level  the  pla3dng  field"  so  that  U.S.  manufacturers  would  not  be  at 
a  competitive  disadvantage. 

Question.  I  am  troubled  by  the  Administration's  request  of  Ex-Im  Bank  to  suspend 
operations  in  China  for  thirty  days.  On  what  authority  did  the  Administration  do 
this?  What  ramifications  did  this  temporeuy  suspension  have  on  U.S.  business  inter- 
ests in  China?  Do  you  expect  the  Administration  to  do  such  a  thing  again? 

Answer.  The  Administration's  recent  request  of  Ex-Im  Bank  to  suspend  operations 
in  China  for  thirty  days  was  based  on  the  Secretary  of  State's  position  that  the  re- 
quest was  made  in  response  to  a  significant  national  interest.  While  the  Secretary 
of  State  did  not  have  formal  authority  to  demand  compliance  with  the  request,  the 
Bank  honored  the  request  because  of  the  stated  national  interest.  Ex-Im  Bank 
worked  to  mitigate  any  possible  adverse  impact  of  the  suspension  on  U.S.  exporters 
by  continuing  to  accept  applications  for  China  transactions  and  to  work  on  the 
transactions  that  were  already  in  house.  The  only  action  that  Ex-Im  Bank  deferred 
diu-ing  the  30-day  suspension  period  was  bring  China  transactions  to  the  Board  for 
final  approval.  Once  this  period  ended,  the  Bank  again  resumed  its  activities  and 
has  already  approved  financing  for  the  export  of  civil  giircraft.  This  formal  request 
from  the  Secretary  of  State  was  highly  unusual,  and  Ex-Im  Bank  does  not  expect 
to  receive  such  formal  requests  to  suspend  the  approval  of  transactions  to  any  indi- 
vidual country  in  the  future  that  are  not  mandated  by  specific  provisions  of  law. 
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Question  for  the  Record  to  OPIC  From  Representative  Torres 

MEXICO 

Question.  What  eflforts  are  being  made  to  work  with  the  Mexican  government  to 
secure  the  necessary  agreements  for  U.S.  investors  in  that  country  to  obtain  OPIC 
political  risk  insurance? 

Answer.  A  bilateral  agreement  is  required  by  Sec.  237(a)  of  the  Foreign  Assistance 
Act  before  OPIC  can  operate  in  any  country.  Such  an  agreement  has  been  discussed 
in  general  terms,  but  possible  constitutional  obstacles  and  more  general  political  ob- 
jections from  the  Mexican  side  have  blocked  progress.  The  same  constitutional/politi- 
cal objections  (to  international  arbitration  and  subrogation)  have  prevented  Mexico 
from  signing  the  MIGA  Convention.  The  signing  of  NAFTA  may  create  a  more  re- 
ceptive atmosphere,  but  we  have  no  indication  that  OPIC  programs  will  be  available 
in  Mexico  in  the  near  future. 

If  OPIC  were  to  offer  its  programs  in  Mexico,  they  would,  of  course,  be  subject 
to  all  generally  applicable  restrictions  and  protections  of  U.S.  economic  interests. 


Thursday,  April  18,  1996. 
SECRETARY  OF  THE  TREASURY 
WITNESS 

hon.  robert  e.  rubin,  secretary  of  the  treasury 

Chairman's  Opening  Statement 

Mr.  Callahan.  Good  morning,  Mr.  Secretary.  Welcome  to  the 
committee  once  again,  I  guess  for  the  second  time  this  year. 

We  want  to  welcome  you,  naturally,  and  to  tell  you  that  at  least 
this  year,  or  this  time,  we  have  a  little  larger  room  to  accommodate 
all  these  people  who  want  to  hear  what  you  have  to  say. 

I  know  that  you  and  your  staff  are  reeling,  just  like  we  are,  and 
recovering  from  the  tragic  death  near  Bosnia  of  Lee  Jackson,  Exec- 
utive Director  of  the  European  Bank,  and  I  want  to  tell  you  that 
the  staff  and  I  share  in  the  sadness  of  that.  He  had  visited  my  of- 
fice, along  with  Mr.  Delarosier  just  a  few  weeks  before,  and  the 
subcommittee  and  all  of  us  share  your  loss. 

He  was  an  outstanding,  exceptional,  able  young  American,  and 
he  worked  hard  to  keep  this  subcommittee  informed  about  Amer- 
ican interests  and  improved  management  at  the  European  Bank. 

If  you  have  the  opportunity  to  express  the  condolences  of  this 
committee  to  his  family,  we  would  appreciate  that. 

Mr,  Secretary,  I  have  had  the  opportunity  to  review  your  opening 
statement,  your  prepared  statement,  and  I  want  to  tell  you  that  it 
is  excellently  done.  We  are  moving,  I  think,  in  the  right  direction 
along  with  you,  recognizing  that  more  aid,  like  other  discretionary 
spending,  will  be  constrained,  by  bipartisan  agreement,  to  balance 
the  budget  as  soon  as  possible. 

Just  yesterday,  the  International  Monetary  Fund  was  raked  over 
the  coals — raked  us  over  the  coals,  the  President  and  the  Congress, 
for  faltering  in  our  efforts  on  a  balanced  budget  amendment.  Our 
failure  to  meet  this  goal  threatens  the  world  economy  far  more 
than  a  reduced  annual  level  of  American  funding  for  any  particular 
bank. 

So  I  think  you,  in  your  presentation  and  submission  of  this  budg- 
et, have  recognized  the  reality  of  the  necessary  cuts  that  are  going 
to  have  to  be  made.  And  even  though  we  are  off  a  few  dollars  from 
what  the  President  is  requesting,  and  what  you  are  requesting,  at 
least  you  did  not  come  with  an  unreasonable  request  with  this  atti- 
tude, that  I  am  afraid  some  secretaries  have,  about,  if  you  ask  for 
twice  as  much  as  you  need,  you  might  get  half  as  much  and  there- 
fore full  funding. 

I  don't  know  what  our  allocation  is  going  to  be  for  1997.  I  would 
expect  that  it  should  be  somewhere  between  $11  billion  and  $12 
billion.  I  don't  know  what  the  figures  are  at  that  point.  I  told  Sec- 
retary Christopher  last  month  that  we  will  be  able  to  come  a  lot 

(149) 


150 

closer  to  the  President's  request  this  year  than  we  did  last  year  but 
we  still  will  be  constrained  as  participating  in  the  overall  budget 
considerations. 

In  other  words,  we  can  only  fully  fund  your  request — ^your  par- 
ticular segment  of  this  if  we  gut  the  export  financing  and  bilateral 
aid  programs,  and  we  are  not  going  to  do  that,  but  we  are  going 
to  work  with  you  to  achieve  some  mutual  understanding  and  agree- 
ment. 

Once  again,  I  think  this  year  the  focus  is  going  to  be  on  the  soft 
loan  window  of  the  World  Bank,  IDA.  We  want  to — ^you  want  us 
to  pay  off  the  remaining  commitment  to  IDA's  10th  replenishment. 
We  may  be  able  to  meet  some  of  your  other  requests  for  banks  that 
you  asked  for  last  year,  but  your  IDA  request  is  a  different  matter, 
and  it  is  going  to  cause  a  lot  of  discussion  amongst  both  sides  of 
this  committee,  and  we  will  reach  some  agreement,  but,  once  again, 
IDA  is  something  that  is  going  to  have  to  receive  a  lot  of  attention 
this  year. 

We  fear,  based  upon  what  we  have  read  and  some  discussions 
that  we  have  had,  that  the  American  companies  are  going  to  be  ef- 
fectively excluded  from  bidding  for  IDA  projects  over  the  next  year 
or  two  if  we  furnish  the  necessary  monies  to  replenish  the  arrear- 
ages, and  if  that  is  the  case,  I  think  that  we  are  going  to  have  to 
have  a  lot  of  discussion  on  that,  because  I  think  you  can  under- 
stand what  the  negative  reaction  is  going  to  be  both  to  the  Con- 
gress and  to  American  industry.  So  we  are  going  to  have  great  dif- 
ficulty in  funding  this  full  IDA  request  even  under  the  best  of  cir- 
cumstances. 

But  with  the  proposal  that  we  understand,  or  the  agreement  that 
has  been  sort  of  agreed  to  with  respect  to  what  happens  if  we  don't 
furnish  IDA  with  new  monies  and  just  pay  off  the  arrearages,  it  is 
our  understanding  that  American  companies  will  be  excluded  from 
doing  any  business  with  the  World  Bank  during  that  year;  and  we 
have  got  to  fully  go  into  that. 

I  will  be  asking  you  about  the  role  of  the  international  financial 
institutions  in  crisis  areas  such  as  Bosnia  and  Haiti.  There  is  an 
interesting  article  in  this  morning's  New  York  Times  about  the 
World  Bank's  challenges  in  Bosnia.  I  have  furnished  the  members 
of  the  committee, — and  certainly  you  probably  have  already  read 
it — with  a  copy  of  that  article. 

It  is  important  that  we  do  not  pressure  the  banks  and  IMF  to 
pour  money  into  Bosnia  and  Haiti  without  real  conditions.  Those 
countries  must  first  move  to  implement  effective  economic  policies, 
and  I  think  that  should  center  on  the  private  sector. 

I  will  be  asking  you  about  the  new  funding  requests  for  the  Mid- 
dle East  Bank  that  you  want  to  set  up  and  the  African  Bank  you 
want  to  fund  again  after  a  gap  of  several  years  of  funding  by  the 
Congress. 

As  I  understand  it,  the  future  status  of  the  African  Bank  and 
Fund  is  under  negotiation  and  some  major  European  allies  have 
not  agreed  to  join  the  proposed  Middle  East  Bank. 

So,  those  are  some  of  the  things,  Mr.  Secretary,  that  I  am  going 
to  be  interested  in,  and  at  this  time  I  will  close  mine  and  recognize 
Ms.  Pelosi  for  any  statement  she  might  have  at  this  point. 
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Ms.  Pelosi's  Opening  Statement 

Ms.  Pelosi.  Thank  you  very  much,  Mr.  Chairman,  for  giving  me 
this  opportunity  to  join  you  in  welcoming  Secretary  Rubin. 

I  want  to  commend  him  for  the  excellent  job  that  he  is  doing.  His 
predecessor,  Secretary  Bentsen,  made  the  multilateral  development 
banks  a  very  high  priority  with  us  when  he  was  Secretary,  and  I 
am  very  pleased  that  Secretary  Rubin  is  here  to  answer  questions. 

Rather  than  enumerate  now  the  concerns  that  I  have,  I  will  do 
so  at  the  time  of  the  questioning,  in  the  interest  of  moving  the 
hearing  along.  I  hope  that  the  Chairman  will  have  a  gentle  gavel 
at  the  time  of  the  questioning,  because  it  is  either  now  or  later 
with  the  time,  and  I  think  we  all  are  anticipating  some  of  the  con- 
cerns that  the  Secretary  may  address  in  his  remarks.  That  may 
eliminate  the  need  for  some  questions.  My  questions  will  relate  to 
the  multilateral  development  banks. 

Mr.  Callahan.  The  gentlewoman  is  granted  a  gentle  gavel,  and 
it  will  not  be  rapped  until  the  end  of  this  sand. 

Ms.  Pelosl  Is  that  from  Mobile? 

Mr.  Callahan.  No,  this  is  a  gift  from  the  staff. 

It  was  so  aggravating  to  me,  they  put  these  lights  and  then  buzz- 
ers up  there,  and  when  you  are  in  the  middle  of  some  strong  point 
and  that  red  light  or  that  yellow  light  comes  on,  it  messes  you  up. 
We  did  this  out  of  deference  to  those  of  you  who  don't  like  all  those 
bells  and  buzzers,  as  well  as  to  our  guests.  I  know  when  you  are 
finished. 

Ms.  Pelosl  Our  chairman  is  truly  a  gentleman. 

Mr.  Callahan.  I  am  going  to  request  that  we  get  a  15-minute 
one  for  you. 

Ms.  Pelosl  I  second  the  motion.  Thank  you,  Mr,  Chairman. 

Mr.  Knollenberg.  I  have  no  comments,  except  I  will  be  waiting 
for  your  comments,  Mr.  Secretary,  and  at  the  appropriate  time  I, 
too,  have  some  questions. 

Mr.  Torres.  Mr.  Chairman,  you  will  not  need  that  sand  with  me. 
I  am  going  to  yield  back  my  time.  No  statement  now. 

Mr.  Callahan.  Mr.  Secretary. 

Secretary  Rubin's  Opening  Statement 

Secretary  RUBIN.  Thank  you,  Mr.  Chairman. 

Let  me  start  by  saying  that  I  have  with  me  Assistant  Secretary 
of  the  Treasury  David  Lipton.  He  has  been  the  lead  person  in  the 
United  States  Government  with  respect  to  economic  matters  in 
Bosnia,  and  he  is  leading  a  U.S.  mission  to  Haiti  next  week  or  the 
week  after.  So  David  is  really  the  right  person  to  address  issues 
relating  to  both  Bosnia  and  Haiti. 

As  you  know,  we  are  requesting  for  1997  $1.48  billion  for  inter- 
national financial  institutions.  I  have  a  longer  statement  for  the 
record. 

As  I  said,  the  last  time  I  appeared  before  this  committee — and 
this  ensuing  year  has  done  nothing  but  to  increase  this  convic- 
tion— I  believe  that  our  support  for  the  international  financial  in- 
stitutions is  enormously  in  our  national  self-interest  with  respect 
to  our  economy  and  national  security,  leaving  aside  any  moral  or 
social  judgments  that  one  may  have. 
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Let  me  say,  Mr.  Chairman,  that  this  past  year,  as  I  have  gotten 
quite  involved  with  these  institutions,  one  of  the  things  that  has 
struck  me  is  how  much  influence  we  have  in  these  institutions,  so 
that  we  get  a  disproportionate  effect  on  their  policies  in  terms  of 
implementing  our  views  in  terms  of  what  ought  to  be  done  with  re- 
spect to  reform,  development,  growth,  environmental  standards, 
and  the  like  in  the  developing  world.  But  in  order  to  maintain  that 
position,  we  have  to  both  meet  our  commitments  and  also  actively 
participate  in  terms  of  funding  these  institutions  going  forward. 

As  you  said  in  your  opening  statement — and  I  agree  with  this — 
I  think  we  have  been  responsive  to  the  problems  with  respect  to 
balancing  the  budget.  This  administration  has  been  extremely  sup- 
portive with  respect  to  fiscal  discipline.  The  deficit  is  down  by  50 
percent  since  the  President  took  office,  and  this  submission  reflects 
that  perspective  with  respect  to  the  budget. 

We  will  be  seeking  just  over  $1  billion  with  respect  to  the  World 
Bank  group,  including,  very,  very  importantly,  $934.5  million,  close 
to  a  billion  dollars,  to  meet  past  commitments  to  fulfill  the  commit- 
ments that  have  already  been  made  to  the  10th  replenishment  of 
the  International  Development  Association,  IDA;  $100  million  for 
the  global  environmental  facility;  $11  million  for  the  IFC,  an  over- 
due commitment;  and  we  are  seeking  $391  million  for  the  regional 
development  banks:  Africa,  Asia,  Eastern  Europe,  and  the  former 
Soviet  Union,  and  Latin  America;  and  $47  million  for  debt  reduc- 
tion, which  we  think  is  a  very  important  part  of  enabling  the  poor- 
est countries  to  get  on  a  safe,  sound  footing. 

We  have  been  consulting,  as  you  know,  Mr.  Chairman,  with  your 
staff  and  other  staffs  and  with  various  Members  with  our  forward 
commitment  to  IDA-11,  and  while  we  are  not  seeking  funding  at 
this  point,  obviously,  the  commitment  that  we  intend  to  make, 
after  having  consulted  with  staff  and  Members,  is  $800  million  a 
year  for  each  of  the  last  2  of  the  3-year  IDA-11  period;  that  is  to 
say,  for  1998  and  1999.  For  1997,  we  will  not  be  participating  while 
we  pay  back  our  commitments. 

The  total  amount  of  the  pledge  to  the  3-year  IDA,  which  would 
be  $1.6  billion,  is  the  lowest  United  States  pledge  to  IDA  in  nomi- 
nal terms  since  1980  and  in  inflation-adjusted  terms  since  1965. 

It  is  our  view  that  this  is  a  sufficient  commitment  to  maintain 
this  very  important  position  we  have:  (A)  maintain  IDA  and  main- 
tain our  influence  in  IDA,  but,  on  the  other  hand,  we  believe  it  is 
the  smallest  amount  we  should  contribute  and  can  contribute  if  we 
are  going  to  make  sure  that  other  nations  contribute  adequately  so 
that  IDA  remains  robust;  and,  (B)  so  that  we  can  maintain  our  in- 
fluence in  these  institutions. 

Let  me  make  a  comment  on  the  procurement  issue  that  you 
raised,  Mr.  Chairman.  We  are  not  making  new  commitments  to 
IDA  for  1997.  The  other  donors  felt — and  I  personally  think,  right- 
ly— that  they  didn't  want  to  disrupt  IDA  operations  for  1997.  So 
what  they  did  was  put  together  a  1-year  interim  fund  with  approxi- 
mately $3  billion. 

A  lot  of  these  countries  have  budgetary  problems  not  dissimilar 
to  our  own;  many  have  worse.  We  have  the  lowest  deficit  to  GDP 
ratio  in  the  G7  today.  It  is  probably  the  case  that  every  donor  na- 
tion has  a  worse  budget  situation  than  we  have,  and  they  have  re- 
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lated  political  problems.  So  it  was  their  view  that  in  order  to  make 
these  commitments,  that  they  would  have  to  bar  our  companies 
from  procurements  with  respect  to  the  IDA  Interim  Trust  Fund. 

In  IDA- 10  and  the  World  Bank,  our  companies  will  still  have  full 
procurement  opportunity,  but  with  respect  to  the  projects  that  are 
funded  from  this  interim  trust  fund,  our  companies  will  be  barred 
from  procurement. 

We  were  not  in  favor  of  that,  but,  on  the  other  hand,  it  is  not 
hard  to  understand  why  the  countries  who  did  it  felt  that  they 
needed  to  do  it.  That  was  the  explanation  that  I  just  offered.  We 
are  going  to  be  meeting  with  the  private  sector  on  May  6,  the 
Treasury,  to  explain  that  they  will  still  have  full  access  to  all  World 
Bank  and  IDA  projects  and  that  the  only  procurement  issue  is  with 
respect  to  this  trust  fund. 

Of  the  $7  billion  in  IDA  resources  that  will  be  available  in  fiscal 
year  1997,  the  United  States  companies  will  be  able  to  bid  on 
something  more  than  50  percent.  It  is  obviously  the  question  which 
I  think  you  raised  in  your  comments  about  how  the  decisions  will 
be  made  where  a  project  goes,  into  the  IDA- 10  or  into  the  trust 
fund,  and  that  is  to  be  on  a  random  basis,  and  we  will  monitor  that 
to  make  sure  that  it  is  done  properly. 

Much  more  broadly,  Mr.  Chairman,  it  is  our  view — and  person- 
ally, it  has  always  been  my  view — that  the  real  importance  of  IDA 
is  not — and  of  all  of  World  Bank  activities — is  not  the  immediate 
procurement  activities  but,  rather,  what  they  have  done  in  ena- 
bling the  developing  countries  to  become  successful  economically 
and  becoming  major  markets  for  our  companies. 

Something  like  40  percent  of  all  exports  now — American  exports, 
go  to  developing  countries,  and  a  lot  of  that  ability  to  buy  our  ex- 
ports is  a  function  of  the  growth  and  reform  that  has  happened  as 
a  result  of  the  activities  of  the  World  Bank,  IDA,  and  the  other  de- 
velopment banks  and  sister  banks  of  the  World  Bank. 

On  debt  reduction,  that  is  covered  in  the  written  testimony  at 
length,  and  I  will  not  go  into  it  here. 

Let  me  just  say  that  the  United  States  has  been — one  comment: 
The  United  States  has  been  a  strong  proponent  of  the  World  Bank 
and  the  IMF  participating  in  debt  reduction  for  the  poorest  nations 
and  enabling  them  to  get  on  a  viable  footing,  and  we  welcome  the 
proposals  the  World  Bank  and  the  IMF  have  made.  We  want  to 
continue  working  with  them.  We  think  this  is  very  much  headed 
in  the  right  direction. 

I  mentioned  before  that  something  like  40  percent  of  our  exports 
go  to  developing  nations.  It  is  also  the  case  that  about  $48  billion 
worth  of  exports  in  1994  went  to  IDA  graduates,  countries  that, 
with  the  aid  of  IDA,  have  grown  to  the  point  where  they  no  long 
ever  receive  IDA  assistance. 

As  you  have  said  in  your  comment,  there  is  now  a  focus  on 
Bosnia,  helping  to  rebuild  that  shattered  economy.  I  have  had  the 
opportunity  to  work  with  a  number  of  Latin  American  countries 
over  the  past  year  and  a  half,  spent  a  little  bit  of  time  there  as 
well,  and  I  don't  think  there  is  any  question  but  that  there  is  a  new 
consensus  in  Latin  America  to  build  economies  through  market- 
based  structures  and  through  market-based  processes,  and  I  think 
equally,  without  a  question,  the  IDB  and  the  World  Bank  have 
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played  a  role  in  that,  and  American  leadership  in  both  of  those  in- 
stitutions played  a  role  in  the  World  Bank  and  the  IDB  having  pro- 
moted market-based  approaches  to  economic  issues. 

I  know  Secretary  Christopher  visited  with  you  and  stressed  the 
importance  of  all  of  these  institutions  not  only  in  economic  stability 
and  progress  but  also  the  importance  of  economic  progress  and  sta- 
bility to  our  national  security  interests. 

There  clearly  are  issues  with  respect  to  the  institutions  them- 
selves, and  I  know  in  the  past  years  this  committee  has  focused  on 
those  issues,  the  World  Bank  particularly.  I  think  there  has  been 
an  impressive  movement  in  these  institutions  toward  reform,  to- 
ward dealing  with  a  lot  of  the  issues  that  the  United  States,  that 
you  all  have  raised  in  this  committee  and  the  United  States  has 
exercised  leadership  on. 

That  is  not  to  say  that  everything  has  been  done,  because  it  has 
not,  but  a  lot  of  progress  has  been  made  in  terms  of  how  they  run 
their  business  and  the  focus  of  these  issues  and  the  issues  that 
they  particularly  allocate  their  funds  to. 

Let  me  close,  if  I  may,  Mr.  Chairman,  with  a  personal  comment. 
In  the  last  roughly  year  and  a  half,  I  have  had  the  opportunity  to 
visit  three  sites — and  this  is  in  my  written  testimony — three  sites 
in  which  the  World  Bank  or  its  sister  banks  have  been  active. 

In  Brazil,  we  visited  what  can  be  characterized  as  a  shantytown, 
and  we  met  with  a  woman  who  said  that  she  used  to  stay  up  at 
night  to  make  sure  that  rats  didn't  attack  her  children,  and  with 
the  sewage  systems  that  are  being  put  in  place  and  the  community 
that  was  being  developed  with  World  Bank  money,  IDA  money,  she 
was  now  able  to  sleep  at  night,  and  her  kids  were  able  to  go  to 
school,  and  for  the  first  time  she  and  her  family  had  hope. 

I  was  in  Manila  recently,  and  I  visited  an  Asian  Development 
Bank  site  there  in  which  microlending  was  enabling  people  to  start 
small  businesses  and  develop  economic  independence.  We  met  with 
a  woman  who  borrowed  $200  and  had  been  able  to  start  a  small 
business.  Her  family  was  now  self-sustaining,  and  her  kids  were 
able  to  go  to  school.  It  totally  changed  her  life.  And  then  she  said 
her  father  had  died  that  morning  but  she  came  to  see  us  because 
it  was  so  important  in  her  life. 

We  had  a  similar  experience  in  India  where  World  Bank  money 
was  used  in  very  parched  part  of  the  country  and  people  were 
being  taught  to  better  conserve  water  and  to  conduct  agricultural 
activities  in  a  more  effective  fashion. 

The  point  is  not  only  the  benefit  to  these  people;  what  you  saw 
was  how  these  people's  lives  were  changed.  And  these  programs 
were  working  at  the  grass  roots  level.  And  then  I  thought  to  my- 
self, this  was  not  only  important  to  them  but  critically  important 
to  us,  because  these  people  were  going  to  enter  the  consumer  econ- 
omy and  they  become  markets  for  our  country. 

Let  me  close,  if  I  may,  Mr.  Chairman,  by  saying  that  I  think  that 
all  of  these  activities  are  extremely  important  to  these  countries. 
I  think  we  also,  as  you  correctly  said,  have  to  do  this  in  a  way  that 
is  fiscally  responsible  for  our  country,  but  these  activities  are  im- 
perative to  our  interests.  If  you  put  aside  all  other  other  issues,  so- 
cial, moral,  what  you  have  imperatively  at  stake  are  economic  and 
international  interests. 
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With  that,  David  Lipton  and  I  would  be  delighted  to  respond  to 
an)^hing  that  you  want  to  discuss. 
[The  statement  of  Secretary  Rubin  follows:] 
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FOR  IMMEDIATE  RELEASE 
Remarks  as  prepared  for  delivery 
April  18,  1996 

RECORD  TESTIMONY  OF  TREASURY  SECRETARY  ROBERT  E.  RUBIN 
HOUSE  APPROPRIATIONS  SUBCOMMITTEE  ON  FOREIGN  OPERATIONS 

Mr.  Chairman  and  members  of  the  Subcommittee:  We  meet  at  a  time  of 
challenge  for  those  who  make  and  fund  the  foreign  policy  of  the  United  States.  It  would 
be  an  error  of  major  proportions  to  turn  away  now  from  a  world  that  is  becoming  more 
democratic,  more  capitalist  and  more  open  to  trade  than  at  any  time  in  our  history. 
That  is  why  we  ask  you  to  do  the  politically  difficult  but  substantively  correct  thing  with 
regard  to  support  for  the  International  Financial  Institutions  (IFIs). 

In  recent  months,  I  have  personally  observed  the  results  of  just  some  of  the  work 
of  the  multilateral  development  banks. 

In  a  shantytown  in  Brazil  last  year  a  woman  told  me  that  before  the  World  Bank 
began  a  commimity  development  program  to  install  a  sewage  system  and  build  a 
community  center,  she  woiild  sit  up  nights  to  make  sort  rats  did  not  harm  her  children  as 
they  slept,  and  she  feared  for  their  future.  Now,  she  and  the  children  sleep  nights,  and 
the  children  go  off  in  the  morning  for  schooling  and  training.  She  has  hope  not  just  for 
her  children's  future,  but  for  her  own.   I  saw  families  in  a  poor  town  in  India  who  are 
raising  their  living  standards  with  a  bank-sponsored  water  and  soil  conservation  program. 
Last  month,  a  woman  in  a  poor  suburb  of  Manila  told  me  how  a  small  loan  from  a 
cooperative  backed  by  the  Asian  Development  Bank  -  a  loan  on  the  order  of  $200  —  is 
helping  her  family  build  a  business  ferrying  people  and  packages  with  a  motorcycle  and 
sidecar.  She  came  to  tell  me  this  -  even  though  her  father  died  just  hours  earlier  ~ 
because  she  wanted  not  just  me,  but  you  to  know  how  lives  are  being  changed  for  the 
better. 

In  these  places,  and  countless  others  across  the  globe,  the  work  of  the 
international  financial  instimtions  -  the  World  Bank,  regional  development  banks,  and 
the  International  Monetary  Fund  (IMF)  -  has  a  broad  impact  on  our  economy.  Every 
American,  directly  or  indirectly,  is  a^ected  by  these  institutions  and  has  an  interest  in 
continuing  to  support  the  banks  and  the  Fund. 

RR-1012  (more) 
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Why?  Because  they  encourage  economic  reforms  that  turn  economies  around  and 
open  markets  ~  markets  for  American  goods  and  services,  and  well-paying  jobs  for 
Americans.  They  also  support  improved  environmental  protection.  Six  years  ago,  India 
was  on  the  verge  of  economic  collapse.  Today,  given  India's  recovering  economy  and 
more  open  markets,  the  United  States  is  the  largest  foreign  investor  in  India.  Twenty 
nations  that  two  and  three  decades  ago  were  in  dire  condition  have  now  graduated  from 
concessional  lending  programs  and  are  among  our  fastest  growing  markets  ~  Korea, 
Indonesia,  Thailand,  Turkey  to  name  a  few.  The  IFIs  also  provide  opportunities  for  U.S. 
business  to  supply  goods  and  services  for  bank-sponsored  projects. 

The  IFIs  are  rebuHding  shattered  economies.  In  Bosnia,  the  World  Bank  has 
been  extraordinarily  pro-active  in  assessing  Bosnia's  needs  for  postwar  reconstruction. 
Plans  to  construct  and  transform  nine  economic  sectors  are  moving  forward.  The 
European  Bank  for  Reconstruction  and  Development  is  gearing  up  to  help  Bosnia's 
private  sector  get  back  on  its  feet  Our  Executive  Director,  Lee  Jackson,  gave  his  life  in 
that  effort  on  Secretary  Ron  Brown's  ill-fated  mission.  In  a  similar  vein,  the  World  Bank 
is  equally  active  supporting  peace  in  the  Middle  East 

The  IFIs  help  debt-saddled  nations.  A  decade  ago,  many  Latin  nations  were  in 
serious  difficulty.  The  debt  problem  was  immense.  Today,  after  IFI  support  for  budget 
and  financial  market  reform,  privatization  and  liberalization,  Latin  America  has  come  to 
a  new  consensus  to  pursue  market-based  economies.  Democracy  has  spread,  U.S. 
commercial  interests  have  thrived,  and  it  is  the  world's  second  fastest  growing  region. 
That  would  not  have  happened  without  IFI  support  The  IFIs  also  now  are  at  the 
forefront  in  helping  the  region  address  its  vast  social  development  needs. 

The  institutions  support  the  transition  from  communism  to  free  market  democracy 
and  are  taking  the  lead  in  reforming  the  legal,  regulatory  and  financial  systems  that  have 
stifled  entrepreneurship,  investment  trade  and  efficiency. 

The  IFIs  protect  the  global  environment  For  example,  the  North  American 
Development  Bank  is  preparing  to  finance  environmental  infrastructure  work  on  both 
sides  of  the  U.S.  Mexico  border.  The  IFIs  also  help  protect  Americans  from 
deterioration  of  the  global  environment  At  the  urging  of  the  United  States,  the  IFIs 
have  adopted  strong  environmental  policies  and  significantly  increased  their  investments 
in  environmentally  oriented  projects.  This  supports  our  trade  and  commercial  interests 
by  raising  developing  countries'  environmental  standards  as  well  as  their  use  of 
environmentally  efficient  technology,  an  important  growth  area  for  U.S.  industry.  The 
Global  Environment  Facility  is  the  primary  institution  for  defining  development 
strategies  that  are  both  pro-growth  and  pro-environment 

And  in  area  after  area,  the  IFIs  have  an  important  impact  on  Americans,  because 
they  directly  influence  growth,  development  and  reform  that  means  new  and  growing 
markets  for  our  goods,  and  better  jobs  and  living  standards  for  Americans. 
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Moreover,  as  Secretary  Christopher  discussed  with  you  last  month,  the  institutions 
further  our  key  foreign  policy  goals,  and  our  international  economic  policy  aims,  by 
directly  contributing  to  economic  and  political  stabihty  in  areas  important  to  our  national 
security.  They  are  the  international  community's  economic  tools  for  times  of  crisis,  and 
they  also  help  fulfil  U.S.  obligations  under  international  agreements,  such  as  the  climate 
change  convention.   In  Mexico,  the  Middle  East,  Bosnia,  Haiti,  or  wherever  crisis  lies 
around  the  comer,  the  institutions  can  concentrate  highly  leveraged  economic  assistance 
-  to  be  blunt,  a  great  deal  of  other  people's  money  and  a  Uttle  of  ours.  They  can  direct 
the  long-term  reforms  that  are  necessary.   Beyond  their  role  in  crisis  management,  the 
IFIs  are  tools  to  create  growth,  open  and  integrate  markets,  and  address  the  global 
problems  of  endemic  poverty,  environmental  degradation,  mass  refugee  flows,  and 
unsustainable  population  growth  which  are  too  large  for  any  one  nation  to  address  alone. 

As  the  Clinton  Administration  exercises  a  policy  of  global  leadership  and 
engagement  in  a  period  of  unprecedented  change  and  extraordinary  opportunity,  the  IFIs 
make  a  difference  for  America.  It  is  imperatively  in  our  long-term  economic, 
environmental  and  national  security  interests  to  support  these  institutions  vigorously. 

Mr.  Chairman,  U.S.  participation  in  the  international  financial  institutions  is  at  a 
crossroad.  We  must  honor  our  international  commitments.  In  these  important 
institutions,  it  is  critical  that  we  ensure  our  continued  capacity  to  lead,  especially  when 
forceful  U.S.  leadership  over  a  period  of  years  is  yielding  dividends.  At  the  same  time, 
we  must  also  set  priorities  when  budget  resources  are  scarce. 

1.  Priority  Objectives 

The  Administration's  FY  1997  budget  request  of  just  under  $1.48  billion  for  the 
EFIs  and  debt  reduction  programs  is  a  carefully  crafted  approach  intended  to  achieve  five 
priority  objectives: 

•  maintain  a  major  and  vital  U.S.  leadership  role  in  system  in  which 
we  have  a  major  investment,  and  on  which  we  increasingly  rely; 

•  build  on  an  impressive  record  of  success  in  shaping  IFI  lending 
programs  and  priorities  to  serve  critical  U.S.  economic, 
political  and  commercial  interests; 

•  support  cost-effective  multilateral  programs  for  poverty 
reduction,  sustainable  growth  and  market-building,  which  pay  high 
long-term  dividends  both  at  home,  in  terms  of  jobs  and  higher 
living  standards  for  Americans,  and  abroad; 

•  reinvigorate  policy  reform  efforts  and  sustained  economic  growth 
by  extracting  the  poorest  countries  from  the  spiral  of  escalating 
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debt;  and, 

•  meet  existing  U.S.  financial  conunitments  to  the  IFIs  with  minimal 

further  delay. 

The  Administration  is  committed  to  achieving  these  goals  with  less  budget 
resources  than  in  the  past.  We  have  framed  a  medium-term  approach  that  reduces  U^ 
expenditures  on  the  IFIs  through  FY  2002,  without  harming  our  interests  or  forcing  a 
budget-led  withdrawal  from  the  world.  We  recognize  your  concern  that  the  United 
States  get  the  most  for  its  investment  in  these  institutions. 

The  United  States,  with  voting  shares  ranging  from  less  than  6  percent  in  the 
AMcan  Development  Bank  to  over  30  percent  in  the  Inter-American  Development 
Bank,  does  not  have  the  voting  power  unilaterally  to  set  the  policies  and  priorities  that 
influence  EFI  lending.  This  requires  skillful  U.S.  leadership  and  persuasion  to  advance 
our  development  agenda. 

While  financial  support  is  not  the  only  determining  factor  of  member  influence  in 
the  IFIs,  it  is  particularly  important.  The  U.S.  share  of  IFl  financing  has  been  declining, 
and  given  our  budget  realities,  this  trend  is  likely  to  continue.  Key  European  countries 
and  Japan  have  become  aggressive  in  their  efforts  to  increase  their  own  policy  influence 
to  a  level  more  commensurate  with  the  increased  support  they  are  providing  to  the 
institutions.  The  significant  funding  reductions  approved  by  the  Congress  in  FY  1996 
severely  undermine  U.S.  credibility  and  leverage  throughout  the  multilateral  financial 
system. 

2.  Responding  to  U.S.  Policy  Concerns 

We  recognize,  as  do  you,  that  these  institutions,  for  as  much  good  as  they  are 
doing,  have  their  shortcomings,  which  we  are  using  oxir  leadership  to  remedy.  The 
institutions  have  been  extremely  responsive  to  an  ambitious  U.S.-inspired  reform  agenda. 
While  more  must  be  done,  significant  progress  has  been  made  to:  improve  lending 
quality  and  portfolio  performance;  strengthen  efforts  to  promote  private  sector 
development;  deepening  support  for  poverty  reduction;  increase  transparency, 
accountability  and  pubUc  participation;  integrate  environmental  considerations  into 
development  programs;  and  improve  management  efficiency  and  institutional 
responsiveness. 

For  example,  IFI  operations  and  projects  have  adopted  much  higher  standards  for 
transparency,  accountability,  public  participation  and  environmental  sustainability. 
Ordinary  citizens  now  have  important  new  information  about,  and  an  important  new 
voice  in,  the  development  activities  of  their  own  goveniments. 
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Moreover,  tbey  are  shifting  the  focus  of  development  efforts  to  the  private  sector 
wherever  possible.  They  are  sharpening  attention  on  human  resource  investments  rather 
than  infrastructure,  establishing  sensible  environmental  regulation,  working  to  improve 
primary  education,  especially  for  girls,  to  improve  primary  health  care  and  to  provide 
safe  water  supplies.  These  are  areas  in  which  there  is  no  realistic  prospect,  at  least  in 
the  mediimi  term,  for  private  sertor  or  bilateral  investments. 

Other  changes  in  IFI  operations  include  the  development  of  comprehensive  policy 
guidelines;  restructuring  for  institutional  efficiency;  the  preparation  of  detailed  coimtiy 
assistance  strategies,  including  an  examination  of  borrowers'  spending  priorities 
encompassing  military  expenditures;  the  systematic  incorporation  of  private  sector 
development  objectives  in  operations;  and  the  revision  of  procurement  guidelines  and 
policies. 

Mr.  Chairman,  no  sheireholder  has  pressed  more  aggressively  than  the  United 
States  for  the  IFIs  to  address  these  important  concerns  and  adapt  their  operations  to  new 
realities. 

Looking  ahead,  our  priorities  are  to  ensure  effective  implementation  of  the 
reforms,  to  make  further  progress  in  reorienting  the  institutions  toward  private  sector 
development  and  social  needs,  and  to  encourage  greater  institutional  activism  in  reducing 
military  expenditures,  promoting  basic  worker  rights,  and  combating  bribery  and 
corruption.  A  continued  forceful  U.S.  presence  in  the  institutions  -  both  financially  and 
intellectually  -  is  central  to  continued  success. 

I  would  like  to  stress  that  there  are  clearly  defined  U.S.  national  interests  for  both 
bilateral  and  multilateral  lending  programs.  Each  has  different  comparative  advantages 
depending  on  the  U.S.  objectives  they  are  intended  to  meet  The  efforts  of  these 
programs  to  promote  free  markets  and  reduce  pover^  complement,  rather  than 
substitute  for,  each  other. 

3.  FY  1997  Request  for  the  IFIs  and  Debt  Programs 

Three  factors  have  shaped  our  budget  request  for  FY  1997: 

•  The  first  is  the  deep  backlog  in  U.S.  commitments  -  some  $1.5  billion,  created  by 
deep  funding  cuts  in  MDB  and  debt  reduction  accounts.  In  the  current  fiscal 
year,  funding  was  51%  below  the  Administration's  request  and  38%  below  the  FY 
1995  appropriated  level. 

•  A  commitment  to  meet  our  existing  funding  commitments  to,  and  remain 
effectively  engaged  in,  the  international  financial  institutions,  and  to  deliver  on 
our  pledge  to  participate  in  international  debt  relief  efforts. 
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•  A  commitment  to  lower  future  U.S.  contributions  to  the  institutions,  leading  to 
substantial  further  reductions  in  the  IFI/debt  accotmts  through  FY  2002. 

The  Administration's  budget  request  for  FY  1997  is  an  effort  to  achieve  these 
objectives  in  a  balanced,  prudent  and  realistic  maimer  that  merits  congressional  support. 
U.S.  interests,  U.S.  credibility,  and  the  future  U.S.  role  in  the  international  financial 
system  are  all  on  the  line.  The  specifics  of  our  request  are  in  an  attached  table. 

Worid  Bank  Group  -  $1041.2  million 

•  $934ii  million  to  meet  the  full  amount  of  outstanding  and  overdue  U.S. 
commitments  to  the  IDA- 10  replenishment. 


•  $6.7  million  to  meet  an  outstanding  and  overdue  U.S.  commitment  to  the 
International  Finance  Corporation  (IF'C). 

•  $100  million  for  the  Global  Environment  Facility  (GEF),  leaving  overdue 
commitments  of  $67.5  million. 

Our  investment  in  the  GEF  serves  our  short-  and  long-term  economic  and 
environmental  security  interests  both  effectively  and  inexpensively.    The  bulk  of  future 
threats  to  the  global  enviromnent  comes  fi-om  developing  countries,  and  the  GEF  plays  a 
key  role  in  our  efforts  to  avert  those  threats.  The  GEF  also  provides  important 
procurement  opportunities  for  U.S.  companies.  U.S.  firms  dominate  markets  for  many 
cutting  edge  environmental  technologies,  and  these  are  key  growth  sectors  worldwide. 
U.S.  firms  are  major  players  in  biotechnology  and  low-impact  resource  extraction.  Our 
firms  wiU  benefit  fi-om  the  GEFs  portfolio  of  sustainable  resource  use  projects. 

Asian  Development  Bank  Group  -  $113.2  million 

•  $100  million  for  the  Asian  Development  Fund  (ADF),  a  partial  payment  on  a 
1991  replenishment  commitment,  leaving  an  outstanding  and  overdue  commitment 
of  $237  million. 

•  $132  million  for  a  scheduled  capital  subscription  payment  for  the  Asian 
Development  Bank  (ADB)  capital  increase  agreed  in  1994. 
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It  is  imperative  that  we  maintain  the  current  level  of  funding  for  the  Asian 
Development  Fimd.  The  ADF  operates  in  a  region  that  is  home  to  two-thirds  of  the 
world's  poor.  The  ADF  faces  its  challenges  by  taking  the  lead,  for  example,  in 
developing  strategies  that  enhance  child  nutrition  and  encourage  governments  in  the 
region  to  invest  more  in  children,  particularly  education.  We  owe  the  ADF  $337  million, 
putting  us  fully  two  years  behind  schedule.  Q>ntributing  to  the  ADF  yields  important 
dividends.  U.S.  firms  are  number  one  among  donor  coimtries  in  winning  ADB 
procurement  contracts.  Last  year,  U.S.  firms  won  $320  million  in  contracts.  More 
important  is  the  follow-on  business.  The  $2  trillion  developing  Asian  economy  ~  a  $1 
trillion  market  for  exports  -  offers  enormous  opportunities  for  U.S.  business,  and  U.S. 
exports  to  developing  Asia  have  virtually  tripled  since  1987. 

Inter-American  Development  Bank  Group  -  $84.5  million 

•  $31.4  million  for  the  Inter-American  Bank's  Fund  for  Special  Operations  (FSO), 
comprising  a  scheduled  payment  of  $20.6  million  and  payment  of  overdue 
commitments  amounting  to  $10.8  million. 

•  $27.5  million  to  the  Inter-American  Bank's  Multilateral  Investment  Fund  (MEF), 
leaving  outstanding  and  overdue  commitments  of  $178.8  million. 

•  $25.6  miUion  for  a  scheduled  capital  subscription  payment  for  the  Inter-American 
Development  Bank  (DDB)  capital  increase  agreed  in  1994. 

The  1994  IDB  capital  increase  has  enstired  that  the  Bank  can  meet  the  region's 
needs  by  lending,  at  a  sustainable  level,  over  $7  billion  a  year.  This  includes 
concessional  lending  to  the  region's  poorest  nations.  This  means  that  the  EDB  will  soon 
be  able  to  operate  without  continued  infusion  of  government  funds,  but  still  address  U.S. 
policy  priorities  into  the  next  century. 

African  Development  Bank  Group  -  $66  million 

•  $50  million  for  the  initial  payment  of  a  proposed  $200  million  U.S.  share  in  the 
replenishment  of  the  African  Development  Fund  (AfDF),  now  under  negotiation. 

•  $16  million  for  an  initial  payment  of  an  approximately  $135  million  paid-in 
portion  of  the  U.S.  capitjd  subscription  to  an  African  Development  Bank  (AfDB) 
capital  increase,  now  imder  negotiation. 

Other  International  Financial  Institutions  -  $127.7  miUion 

•  $563  million  for  a  scheduled  capital  subscription  payment  to  the  North  American 
Development  Bank  (NADBank). 


163 


•  $52.5  million  for  the  first  of  five  annual  capital  subscription  payments  to  the  new 
Bank  for  Reconstruction  and  Development  in  the  Middle  East  and  North  Africa 
(MEDB). 

•  $11.9  million  for  the  overdue  and  outstanding  U.S.  commitments  under  the  initial 
European  Development  Bank  (EBRD)  capitalization  agreed  in  1990. 

•  $7  million  toward  the  $75  million  outstanding  U.S.  commitment  to  the 
International  Monetary  Fund's  Enhanced  Structural  Adjustment  Facility  (ESAF). 

Debt  Reduction  Programs  -  $47  million 

•  $47  miUion  for  debt  reduction  programs,  including  $22  million  for  the  poorest 
cotmtries  and  $25  miUion  for  Jordan. 

4.  Discussion  of  Specific  Requests 

International  Development  Association  (IDA). 

For  the  United  States,  as  well  as  the  3  bilhon  people  living  in  the  world's  poorest 
countries,  IDA  is  the  single  most  important  provider  of  concessional  development 
assistance,  as  well  as  technical  assistance  and  policy  guidance.  Established  at  President 
Eisenhower's  initiative  in  1960,  IDA  provides  funding  and  technical  assistance  primarily 
to  promote  open-market  poUcy  reform  and  to  support  priority  social  and  htmian 
development  investments  such  as  primary  education  and  health  care,  and  critical 
infrastructure  such  as  clean  water  and  rural  roads.  EDA  continues  to  sharpen  its  focus 
on  these  broad  priorities,  on  the  poorest  countries  which  do  not  have  access  to 
alternative  soiu-ces  of  finance,  and  on  integrating  environmental  and  market-building 
considerations  systematically  into  its  operations. 

U.S.  payments  to  IDA  are  currently  being  made  in  respect  of  the  Bush 
Administration's  $3.75  billion,  three-year  commitment  to  IDA'S  tenth  replenishment 
(IDA-10).  This  Administration's  FY  1996  funding  request  was  sharply  reduced  in  the 
legislative  process.  The  $700  miUion  appropriation  for  FY  1996  leaves  $934.5  million 
still  outstanding  under  on  oxa  IDA-10  commitment. 

These  circumstances  figured  prominently  in  international  negotiations  for  a  new 
multi-year  replenishment  of  EDA  (IDA-11),  which  were  recently  concluded.  Our 
emphasis  throughout  the  negotiations  on  the  three  following  fimdamental  positions, 
developed  in  consultation  with  Congress,  delayed  the  conclusion  of  the  negotiations: 

•  clearing  the  outstanding  $934.5  miUion  U.S.  commitment  to  IDA  would  be  our 
first  priority; 


164 


•  we  would  not  make  any  pledge  to  IDA- 11  in  advance  of  indications  from 
Congress  of  what  it  would  be  prepared  to  consider; 

•  any  new  U.S.  commitment  to  IDA  will  be  substantially  below  past  U.S. 
commitments. 

The  Administration's  EDA  request  for  FY  1997  and  proposed  approach  for  the 
years  ahead  specifically  incorporate  these  important  considerations. 

•  For  FY  1997,  we  are  requesting  the  $934.5  million  needed  to  pay  down  fiilly  the 
existing  and  overdue  IDA  commitments.  This  would  not  include  any  new  U.S. 
fundin,^  for  BDA-ll,  effectively  delaying  U.S.  participation  beyond  the  FY  1997 
start-up  date  already  committed  by  IDA's  other  donors.  Other  donors,  however, 
did  not  want  to  disrupt  EDA's  operations  by  leaving  a  one-year  gap  in  new 
funding.  They  therefore  agreed  to  establish  a  one-year  Interim  Fund  of 
approximately  $3  billion,  to  help  support  IDA  operations  during  fiscal  1997. 
TTiese  donors  also  agreed  that  procurement  eligibility  for  EDA  credits  financed  by 
the  Interim  Trust  Fimd  should  be  limited  to  nationals  of  countries  contributing  to 
the  fund  and  those  member  countries  eligible  to  borrow  from  the  World  Bank. 
Projects  funded  by  "regular"  EDA  resources  will  not  be  affected. 

Treasury  and  the  U.S.  Executive  Director's  office  are  working  closely  with  the 
World  Bank  to  ensure  that  the  selection  of  projects  for  Interim  Trust  Fund 
financing  will  be  random,  transparent  and  open. 

Prior  to  July  1,  there  will  be  a  random  drawing  of  all  IDA  projects  scheduled 
from  Oct.  1,  1996,  through  June  30,  1997.  The  resulting  list  of  projects  selected 
for  Trust  Fund  financing  will  be  disseminated  in  early  July.  Treasury,  based  on  its 
dialogue  with  U.S.  private  sector  leaders,  will  ensure  that  this  advance  notification 
occurs.  We  will  also  conduct  a  detailed  briefing  for  U.S.  companies  during  the 
next  two  weeks  on  the  administration  of  the  Interim  Trust  Fund. 

Of  the  $7  billion  in  IDA  resources  expected  to  be  available  in  fiscal  1997,  U.S. 
firms  will  still  be  eligible  to  bid  on  more  than  50  percent  ~  over  $3.5  billion  - 
funded  from  IDA-10  payments  and  sources  other  than  the  Trust  Fimd.  We  have 
strongly  opposed  procurement  restrictions  and  resisted  their  inclusion  in  funds  in 
which  the  United  States  participates.  Most  donors  participating  in  the  Interim 
Trust  Fxmd  confi'ont  budgetary  pressures  similar  or  more  serious  than  our  own. 
For  them,  procurement  restrictions  are  essential  to  generating  domestic  and 
political  support  for  their  participation. 
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•  We  are  also  seeking  Congressional  concurrence  with  Administration  commitments 
of  $800  million  to  IDA-11  in  each  of  FY  1998  and  FY  1999.  This  would  represent 
a  total  U.S.  commitment  to  IDA-11  of  $1.6  billion,  or  a  total  of  less  than  half  of 
the  previous  pledge  to  IDA-10  ($3.75  billion).  A  new  U.S.  annual  commitment  of 
$800  million  to  IDA  would  be  the  lowest  such  commitment  in  nominal  terms  since 
1980,  and  the  lowest  commitment  in  real  terms  since  1974. 

While  this  approach  has  weakened  the  U.S.  leadership  role,  if  this  funding 
proposal  is  implimented,  IDA  will  continue  and  the  United  States  will  be  able  to 
maintain  an  effective  role.  This  approach  is  also  consistent  with  congressional  concerns 
and  budgetary  reahties. 

Debt  Reduction 

Several  years  ago,  the  global  community  recognized  that  over  the  past  two  to 
three  decades  many  of  the  poorest  countries  in  the  world  have  accumulated  external 
debts  which  would  prove  impossible  for  them  to  service.  To  break  this  negative  cycle,' 
and  improve  such  countries'  capacity  to  develop  and  grow,  the  United  States  and  other 
creditor  governments  have  pledged  to  reduce  debts  owed  them  by  the  poorest  coimtries 
by  as  much  as  67  percent,  provided  the  debtor  nation  maintains  its  reform  efforts.  As  in 
a  corporate  workout,  for  that  small  group  of  coimtries  with  truly  immanageable  debt 
loads,  the  intent  is  to  clear  out  part  of  the  old  debts,  and  help  put  these  countries  back 
on  their  feet  -  for  their  benefit  and  ours. 

To  date,  we  have  participated  in  Paris  Club  bilateral  debt  reduction  for  seven  of 
the  poorest  coimtries  whose  outstanding  debt  we  were  holding.  We  expect  others  to 
become  eligible  for  Paris  Qub  treatment  both  this  year  and  next.  The  budgetary  costs  of 
such  programs  will  vary  fi-om  year  to  year,  but  will  remain  extremely  small,  compared  to 
the  debt  reduction  effected.  The  Administration  has  requested  $22  million  to  cover 
expected  costs  for  FY  1997,  which  could  leverage  as  much  as  $9.5  billion  in  debt 
reduction  by  all  creditor  govenmients.  The  potential  benefits  of  debt  reduction  in  terms 
of  growing  economies,  export  opportunities,  long-term  enhanced  political  stability,  and 
hope  for  the  future  far  outweigh  the  neai-term  cost  to  the  United  States  and  others. 
Indeed,  our  failure  to  act,  if  it  leads  to  pohtical  turmoil  and  economic  crisis,  would  be  far 
more  costly. 
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For  some  10  to  20  of  the  world's  poorest  countries,  however,  even  67  percent 
reduction  of  debts  owed  to  governments  will  not  assure  a  manageable  debt  profile.  For 
them,  additional  action  will  be  necessary  -  including  measures  to  ease  the  bm'den  of 
debt  to  international  financial  institutions.  A  comprehensive  approach  by  creditor 
governments  and  multilateral  institutions  is  therefore  necessary.  Neither  we  nor  the 
multilateral  institutions  can  afford  to  keep  feeding  a  growing  whirlpool  of  debt.  We  have 
strongly  advocated  timely  action  to  put  debtor  countries  back  on  a  manageable  path. 
We  welcome  the  preliminary  proposals  of  the  World  Bank  and  IMF,  and  seek  more 
specific  proposals  from  them  in  the  coming  weeks  for  our  heads  of  state  to  consider  at 
the  G-7  Summit  in  Lyon,  so  that  we  can  make  final  decisions  as  soon  as  possible. 

In  sununary,  U.S.  participation  in  the  International  Financial  Institutions  deepens 
our  engagement  in  the  global  economy,  opens  and  strengthens  developing  markets  tiiat 
hold  enormous  prospect  for  our  future  economic  growth,  and  contributes  significantly  to 
our  economic  and  security  interests.   Whether  it  is  a  direct  benefit,  such  as  an  export- 
related  job,  or  an  indirect  benefit  such  as  broad  growth  in  our  economy  as  a  function  of 
global  growth,  every  American  has  a  very  important  interest  in  vigorous  U.S. 
participation  in  the  international  financial  institutions. 

Thank  you. 
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Mr.  Callahan.  Thank  you,  Mr.  Secretary. 

Your  stories  about  the  PhiUppines  and  India  are  touching,  but 
you  can  find  the  same  touching  stories  here  in  the  United  States 
where  people  have  benefited  from  government  programs.  And  yet 
we  are  telling  these  people  as  well,  not  just  IDA,  not  just  the  World 
Bank  and  other  agencies  that  we  are  cutting  you. 

The  American  people  are  sacrificing  tremendously.  Gro  back  and 
review  the  history  of  U.S.  contributions  to  the  World  Bank,  both  di- 
rectly and  in  the  form  of  military  protection,  such  as  in  Bosnia.  No 
one  ever  says  that  the  $2  billion-plus  we  are  spending  on  the  mili- 
tary should  be  counted.  They  just  simply  say  that  we  have  an  obli- 
gation to  fund  the  reconstruction  of  Bosnia. 

NATO  contributions  are  not  based  upon  the  amount  of  involve- 
ment that  the  United  States  has.  We  in  Bosnia  are  making  all  of 
these  tremendous  sacrifices  and  contributions  by  our  military  sup- 
port, and  people  just  seem  to  overlook  that.  They  say  we  have  an 
obligation  and  that  we  are  the  world  leader.  And  we  are,  and  I  am 
glad  that  we  are.  But  I  don't  know  with  respect  to  the  agreement 
that  is  taking  place  in  the  World  Bank  or  that  is  under  way  on  the 
$3  billion  fiind  or  set-aside. 

How  many  times  in  past  years  has  a  country  not  made  a  con- 
tribution and  experienced  a  similar  exclusion?  I  don't  know  of  any. 
Maybe  you  do. 

IDA 

But  I  am  talking  about  other  countries  that  have  been  financially 
strapped  such  as  we  are.  We  have  never  told  any  other  country 
that.  We  just  simply  say,  if  you  give  us  50  or  100  million  dollars — 
What  is  a  figure  for  IDA?  Whatever  the  figure  is — ^that  you  will  be 
forgiven,  and  that  we  will  stop  slapping  your  hand,  but  you  can't 
participate  in  what  these  people  are  making  contributions  to  this 
year. 

I  really  don't  think  that  the  $3  billion  is  as  significant  as  the  pol- 
icy. There  is  no  recognition  that  the  United  States  of  America  has 
done  anything  to  help  build  up  the  World  Bank. 

So  I  don't  know  if  I  can  take  a  bill  to  the  Floor  and  tell  the  Con- 
gress in  simple  language  that  I  need  you  to  give  me  935  million 
dollars  to  send  to  the  World  Bank  for  paying  off  past  debts  and 
that  other  nations  are  going  to  send  in  a  share  this  year  and  we 
are  not  going  to  send  in  a  share  but  we  are  not  going  to  be  able 
to  participate  in  what  they  are  sending  this  year.  I  don't  like  that. 

And  maybe  I  am  wrong  and  maybe  you  are  right,  but  I  just  can't 
grasp  that  type  of  acceptance  of  excluding  the  United  States  of 
America  and  the  World  Bank  slaps  our  hands. 

You  know,  the  World  Bank  ought  to  be  grateful  for  what  we  have 
contributed.  Who  else  has  spend  $3.5  billion  in  the  Middle  East? 
You  know,  that  saved  the  World  Bank  community  a  lot  of  money 
by  our  direct  contributions  to  the  Middle  East. 

We  don't  get  any  recognition  for  our  military  efforts,  for  our  eco- 
nomic support  efforts,  for  our  bilateral  support  efforts.  All  we  are 
told  is  that,  look,  I  know  you  created  the  World  Bank,  I  know  you 
have  been  the  leader,  I  know  that  you  have  been  the  major  contrib- 
utor to  the  World  Bank  over  the  years,  but  the  fact  that  you  owe 
us  some  accounts  receivable,  we  are  going  to  continue  to  operate 
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the  World  Bank,  and  we  are  going  to  ask  other  people  to  make  de- 
posits in  our  bank,  but  you  are  not  going  to  be  able  to  participate 
in  these  new  monies  or  new  contributions. 

Maybe  it  is  over  my  head.  Maybe  it  should  be  at  a  financial  level 
of  a  man  of  your  knowledge  and  ability  rather  than  someone  like 
me,  but  I  don't  know  how  I  can  justify  that  if  I  were  requested  to 
on  the  Floor  of  the  House,  because  my  heart  wouldn't  be  in  it. 

Secretary  RUBIN.  Well,  I  will  give  you  a  view,  Mr.  Chairman. 

I  think  you  raise  a  legitimate  concern.  On  the  other  hand,  we  are 
the  largest  economy  in  the  world,  as  you  say,  and  another  way  to 
look  at  it  is  to  say  that  all  of  these  countries  could  have  said,  let's 
skip  1997  with  respect  to  IDA,  and  that  would  have  been  another 
option.  They  felt  strongly  enough  about  it,  so  they  were  prepared 
to  put  funds  up,  and  although  we  opposed — we  did  oppose  restric- 
tion. 

I  can  understand  their  problem,  because  they  now  have  to  go  to 
their  various  legislatures  and  say,  look,  we  are  contributing — we 
are,  by  the  way,  the  only  major  country  in  arrears.  I  think  Italy 
has  an  arrears.  We  and  Italy  are  the  only  ones  in  arrears. 

One  other  thing  about  the  benefits  that  we  get  from  everything 
that  we  have  done  in  the  world,  our  influence — and  I  have  now 
lived  this  for  the  last  year  enough.  Our  influence  in  the  IMF  and 
the  World  Bank  is  vastly  disproportionate  to  what  we  contribute. 
Other  countries  complain  about  this.  They  say  these  institutions 
reflect  disproportionately  our  views  in  the  issues. 

I  think  it  is  very  important  that  we  continue  to  contribute  to  en- 
able us  to  have  the  kind  of  influence  we  have  in  these  institutions. 
We  have  had  the  benefit — I  was  addressing  the  chairman's 
thoughtful  comment,  are  we  getting  the  benefit  of  our  place  in  the 
world,  and  I  think  the  answer  is  yes,  because  we  really  have  a  dis- 
proportionate impact  on  the  policies  of  these  institutions  and,  by 
doing  so,  have  gotten  enormous  leverage  for  the  money  that  we  put 
in,  in  terms  of  promoting  perspectives  that  we  have  and  what 
should  happen  in  the  developing  and  transitional  world. 

Mr.  Callahan.  We  will  have  to  discuss  that  further.  But  the 
issue  is,  if  our  budget  allocation  is  going  to  constrain  us,  and  if  we 
fund  the  World  Bank  arrearages,  we  are  going  to  have  to  take 
some  money  away  from  our  ability  to  provide  for  that  mother  who 
had  rats  biting  her  children,  we  are  going  to  have  to  cut  some- 
where else. 

We  are  furnishing  a  lot  of  direct  aid,  so  we  are  going  to  have  to 
balance  what  we  have  even  though  any  agency  or  any  organization 
an3rwhere  in  the  world  can  justify  the  need  for  more  money. 

And  this  is  going  to  be  difficult  to  tell  the  members  of  this  com- 
mittee and  the  House,  that  we  are  going  to  cut  some  other  pro- 
grams in  order  to  fund  these  arrearages,  and  in  doing  so  we  are 
excluding  ourselves  from  any  participation  in  contributions  made 
by  other  countries  this  year.  I  would  like  the  historical  background 
on  that. 

Secretary  RUBIN.  We  would  be  delighted  to  get  that  for  you. 

[The  information  follows:] 
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THE  MAIN  ARGUMENTS 

The  main  arguments  advanced  by  other  donors  in  favor  of  the  procurement  re- 
striction rest  on  the  longstanding  principle  of  equitable  burden-sharing  and  the  need 
to  reinforce  and  advance  this  principle  m  providing  funding  for  the  multilateral  de- 
velopment banks.  Other  donors  view  procurement  restrictions  as  necessary  to  en- 
courage participation  by  traditional  international  donors  (e.g.,  the  United  States) 
and  non-traditional  donors  (e.g.,  emerging  economies  in  Asia)  and  as  an  issue  of  fun- 
damental fairness  in  that  everyone  should  pay  to  play.  Burden-sharing  and  fairness 
can  also  be  used  as  arguments  against  the  procurement  restriction.  Another  argu- 
ment that  can  be  advanced  against  the  restriction  is  economic  efficiency  (i.e.,  that 
the  MDBs  and  their  borrowers  can  both  benefit  from  having  broader  access  to  better 
equipment  at  lower  prices). 

STANDARD  PRACTICES 

Apart  from  the  European  Bank  for  Reconstruction  and  Development,  access  to 
procurement  financed  through  the  multilateral  development  banks  has  been  gen- 
erally restricted  to  countries  that  are  members  of  each  bank.  These  restrictions  are 
set  out  in  the  articles  of  agreement  establishing  each  bank  and/or  in  regulations  or 
guidelines  regarding  procurement.  For  example,  in  the  World  Bank,  funds  are  dis- 
bursed only  on  account  of  expenditures  for  goods  and  works  provided  by  nationals 
of,  and  produced  in  or  supplied  from.  Bank  member  countries.  Nationals  of  other 
countries  or  bidders  offering  goods  and  works  from  other  countries  are  expressly  dis- 
qualified. 

In  the  Asian  Development  Bank,  the  general  rule  is  that  the  proceeds  of  any  loan 
investment  or  other  financing  may  be  used  only  for  procurement  in  member  coun- 
tries of  goods  and  services  produced  in  member  countries;  similarly-worded  limita- 
tions exist  at  the  Inter-American  Development  Bank  and  the  African  Development 
Bank.  In  the  Inter-American  Development  Bank,  there  is  an  added  provision  in  the 
Articles  of  Agreement  that  the  question  of  restriction  of  procurement  of  members 
which  do  not  participate  in  a  capital  increase  may  be  determined  by  the  Board  of 
Governors. 

The  Charter  of  the  EBRD  specifically  states  that  the  Bank  shall  place  no  restric- 
tion upon  the  procurement  of  goods  and  services  from  any  country  from  the  proceeds 
from  any  loan,  investment  or  other  financing.  This  exception  is  related  to  consider- 
ations of  efficiency. 

There  are  also  provisions  for  non-member  countries  that  have  made  financing 
available  through  special  funding  arrangement  (e.g.,  Switzerland  at  the  World  Bank 
before  it  became  a  member)  or  for  those  that  opened  their  capital  markets  for  bond 
offerings  (several  European  countries  at  the  Inter-American  Development  Bank  and 
Luxembourg  at  the  Asian  Development  Bank).  Exceptions  to  the  general  member- 
ship provision  have  been  made  in  situations  in  which  there  is  a  single  source  of  sup- 
ply for  what  is  needed  or  where  there  is  a  requirement  for  compatibility  with  equip- 
ment already  in  place. 

IDA 

In  the  past,  IDA  procvirement  has  been  open  to  all  member  countries  of  the  World 
Bank.  The  IDA  11  agreement  restricts  procurement  to  countries  making  contribu- 
tions to  IDA  and  to  countries  that  are  borrowers  from  the  World  Bank  or  IDA.  This 
provision  is  a  change  and  reflected  an  effort  by  donors  to  encourage  participation 
in  IDA  by  non-traditional  donors.  It  will  restrict  IDA  procurement  from  a  number 
of  countries  that  are  members  of  the  World  Bank  which  no  longer  borrow  and  don't 
contribute  to  IDA  (e.g.,  Israel  and  Singapore). 

The  IDA  11  agreement  also  restricts  procurement  from  the  Interim  Trust  Fund 
to  countries  making  contributions  to  the  Interim  Trust  Fund  and  to  borrowers  from 
the  World  Bank  and  IDA.  This  will  restrict  procurement  from  the  United  States 
(which  does  not  intend  to  contribute  to  the  Interim  Trust  Fund)  and  any  other  non- 
borrowing  member  of  the  Bank  which  does  not  contribute  to  the  Fund. 

In  the  early  1980s,  U.S.  payments  for  a  $3,240  contribution  to  IDA  VI  were  ex- 
tended from  three  years  to  four  years.  This  stretch-out  had  the  effect  of  deferring 
the  first  installment  of  the  U.S.  contribution  to  the  next  replenishment  round  by  one 
year.  During  this  one  year  period,  some  other  donors  established  a  special  fund 
which  restricted  procurement  to  contributors  to  the  special  fund  and  to  borrowers 
from  the  World  Bank  and  IDA. 

Not  all  of  the  contributor  countries,  however,  chose  to  make  their  contributions 
subject  to  the  restriction  and,  as  a  result,  some  of  the  contributions  to  the  special 
fund  were  open  to  procurement  by  U.S.  firms.  Under  the  restriction,  U.S.  firms  were 
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barred  from  bidding  on  about  $500-$600  million  in  procurement  financed  fix)m  the 
speical  fund.  U.S.  firms  continued  to  be  eligible  during  the  year  in  question  for  pro- 
curement financed  through  IDA  reflows  and  transfers  from  the  net  income  from  the 
IBRD. 

PROCUREMENT  AND  MEMBERSHIP 

In  the  mid-1970's,  when  non-regional  member  countries  first  joined  the  Inter- 
American  Development  Bank,  access  to  procurement  was  seen  as  an  incentive  that 
would  be  helpful  in  encouraging  the  Europeans  and  Japan  to  become  members.  Bur- 
den-sharing and  fairness  were  cited  as  key  issues  in  the  negotiation,  and  the  long 
history  of  U.S.  subscriptions  and  contributions  to  the  IDB  was  noted  in  determining 
contributions  of  new  members. 

These  factors  were  also  considered  in  extending  IDB  membership  to  Canada.  In 
the  Middle  East  Development  Bank,  it  is  also  intended  that  procurement  eligibility 
will  be  limited  to  the  countries  that  are  members  of  the  Bank. 

WORLD  BANK  PARTICIPATION 

Mr.  Callahan.  How  much  have  we  contributed  to  the  World 
Bank,  or  what  is  the  percentage  of  total  history  of  World  Bank  con- 
tributions? Has  any  other  country,  any  other  time,  not  participated 
or  not  agreed  to  any  contribution  and  had  some  restriction  imposed 
for  not  being  able  to  afford  the  contributions?  That  is  something  we 
are  going  to  have  to  really  talk  about. 

Secretary  RuBiN.  This  was  not  aimed  specifically  at  the  United 
States.  It  was  said,  if  you  don't  participate  in  the  Interim  Trust 
Fund — and  I  think  Italy  is  not  participating — anybody  that  doesn't 
participate  in  the  interim  funding  will  not  be  able  to  bid  on  projects 
that  are  funded  with  the  resources  that  are  in  that  Interim  Trust 
Fund. 

Mr,  Callahan.  I  am  looking  at  it  very  selfishly,  I  will  admit 
that,  and  I  just  can't  quite  grasp  nor  do  I  want  to  start  this. 

The  United  Nations,  we  are  in  arrears  with  them.  They  are  tell- 
ing us,  what  are  we  going  to  do  to  the  United  Nations?  Well,  we 
are  not  going  to  give  you  a  vote  in  the  United  Nations  if  you  don't 
make  another  contribution,  even  though  you  have  arrearages?  That 
is  a  dangerous  precedent  to  accept,  in  my  view. 

Secretary  RUBIN.  Remember  how  this  is  structured,  Mr.  Chair- 
man. We  will  still  be  able  to  participate  in  all  World  Bank  and 
IDA- 10  funding. 

Mr.  Callahan.  I  understand.  Except  the  $3  billion. 

Secretary  RUBIN.  Except  for  the  $3  billion  that  others  are  putting 
up  in  this  trust  fund. 

Mr.  Callahan.  I  understand.  The  $3  billion  that  we  put  up  in 
1965,  did  we  tell  any  nation  that  didn't  put  up  that  year  that  you 
can't  participate  in  our  $3  billion  or  whatever  we  contributed? 

You  know,  we  are  going  to  have  to  get  into  that,  and  I  am  sure 
we  will,  but  I  just  wanted  to  express  concern  on  my  part.  Maybe 
the  intellect  of  the  subcommittee  members  can  convince  me  not  to 
worry  about  that,  it  is  the  right  thing  to  do.  But  you  would  have 
a  difficult  time  explaining  it  in  Citronelle,  Alabama.  You  would 
have  a  difficult  time  explaining  it  without  the  prohibition.  But  it 
is  a  hard  sell  for  me  at  least. 

Mr.  Wilson,  welcome.  Sorry  to  make  you  get  up  this  early. 

Mr.  Wilson.  I  don't  have  any  questions.  I  might  have  something 
later,  but  I  don't  have  any  right  now. 

Mr.  Callahan.  Mr.  Packard. 
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Mr.  Packard.  Thank  you,  Mr.  Chairman. 

We  have  a  hearing  next  door  that  I  have  been  to,  and  I  am  sorry 
that  I  couldn't  be  here  for  your  testimony. 

NADBANK 

I  guess  one  of  my  primary  concerns  has  been  with  the  NADBank 
because  of  the  nature  of  the  needs,  at  least  in  my  part  of  the  coun- 
try. Would  you  give  us  your  understanding  of  what  the  future  of 
NADBank  holds,  and  particularly  as  it  relates  to  additional  fund- 
ing beyond  this  final  tranche? 

Secretary  RUBIN.  Well,  once  we  complete  these  tranches,  we  will 
then,  with  the  private  sector — the  leverage,  I  believe  we  expect  to 
have  something  like  $2  to  $3  billion,  of  which  $225  million,  if  I 
recollect  correctly,  will  be  United  States  money.  There  will  be  a 
match  from  Mexico,  and  NADBank  will  go  out  and  borrow  funds 
that  will  enable  them  to  get  up  to  $2  or  $3  billion. 

To  the  best  of  my  knowledge,  there  are  no  plans  for  funding  be- 
yond that.  That  is  the  full  funding,  at  least  presently  contemplated 
with  respect  to  NADBank.  I  think  it  is — I  thought  so  a  lot  at  the 
time,  and  I  still  think  a  very  constructive  undertaking,  enterprise, 
to  deal  both  with  environmental  problems  and  also  with  the  com- 
munity investment  issues  around  the  country. 

Mr.  Packard.  And  also,  would  you  explain  the  need  for  the  Mid- 
dle East  Development  Bank,  a  new  entity,  and  how  it  will  function, 
and  will  it  take — where  would  you  suggest  the  funds  come  from  in 
order  to  fund  the  bank? 

MIDDLE  EAST  DEVELOPMENT  BANK 

Secretary  RuBlN.  We  have  included  the  request  for  the  Middle 
East  Development  Bank  in  our  roughly  $1.4 — whatever  that  num- 
ber was — $1,438  billion  request  for  this  year. 

I  think  the  Middle  East  Development  Bank  is  a  very  interesting 
concept.  This  didn't  start  with  us.  It  very  much  was  a  function  of 
the  desire  of  the  people  in  the  region,  and  it  was  an  instance  where 
the  various  countries  that  were  at  odds  with  each  other  on  various 
issues  came  together  and  said,  "Give  us  a  forum  where  we  can 
work  together  on  economic  issues." 

So  I  think  its  importance  lies  predominantly  in  the  opportunity — 
well,  a  little  origin  in  the  sense  that  these  nations  that  were  at 
odds  with  each  other  came  together  over  this,  and  the  view  that 
they  have,  it  will  give  those  countries  a  forum  in  which,  whatever 
else  may  separate  them,  they  can  work  on  economic  issues  to- 
gether. 

In  terms  of  where  the  funding  is  going  to  come  from,  what  we 
did  was,  I  think,  responsive  to  the  chairman's  comments  in  his 
opening  remarks.  We  went  through  ever3^hing  that  we  looked  at, 
and  I  can  assure  you  that  the  menu  was  larger  than  our  request, 
and  we  boiled  it  down  to  the  things  that  were  important  to  our 
country  and  long-run  national  interests. 

Mr.  Packard.  I  am  supportive  of  the  peace  process  that  is  taking 
place  in  the  Middle  East.  About  half  of  our  total  commitment  in 
foreign  assistance  is  going  to  the  Middle  East,  particularly  Israel 
and  Egypt.  Would  this  be  money  in  addition  to  that  available  to 
those  countries  or  primarily  earmarked  for  other  places? 
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Secretary  RuBlN.  That  is  a  good  question.  The  bank  would  have 
to  decide  where  they  fund  projects,  but  it  would  be  spread  out — 
those  determinations  would  be  made  by  the  staff  of  the  Middle 
East  Development  Bank. 

Mr.  Packard.  Mr.  Chairman,  I  won't  take  further  time.  I  have 
other  questions,  but  I  think  that  there  are  several  people  left  and 
we  need  to  proceed. 

Mr.  Callahan.  Mr.  Yates. 

Mr.  Yates.  Welcome,  Mr.  Secretary.  I  am  pleased  at  long  last  to 
listen  to  you.  I  have  been  impressed  for  years  with  your  role  in  pri- 
vate life  and  as  Secretary  of  the  Treasury. 

I  have  been  a  long  time  on  this  committee.  I  was  a  member  of 
the  Marshall  Plan  Appropriations  Subcommittee,  and  I  have  heard 
throughout  the  years  the  various  chairmen  that  we  have  had  make 
the  same  speech  to  the  witnesses,  who  appeared  before  us,  that  my 
good  friend  from  Alabama  made  today.  And  like  my  Chairman, 
they  were  very  serious  about  it  too,  but  I  think  at  the  last  minute 
they  recognized  the  responsibilities  that  we  had. 

I  don't  know  what  will  happen  this  year.  We  have  got  a  very 
good  Chairman,  in  my  opinion.  I  think  he  did  a  splendid  job  last 
year.  I  keep  hearing  gales  that  are  going  to  be  blowing  through 
these  halls  for  the  next  budget,  and  this  is  no  exception. 

I  remember  early  on  when  Paul  Hofman  was  the  administrator 
of  the  Foreign  Aid  Program.  He  would  say  we  have  to  get  Europe 
off  our  back  and  on  its  feet.  That  was  the  rallying  cry  then.  And 
I  think  in  great  measure  the  same  thing  continues  today,  because 
we,  as  the  chairman  so  rightly  pointed  out,  are  the  leader  in  the 
world,  and  that  includes  being  the  financial  leader  and  having  to 
recognize  financial  responsibilities. 

I  wanted  to  direct  my  question  to  the  Middle  East  Development 
Bank,  as  my  good  friend  from  California  did.  What  will  be  the 
scope  of  their  activities?  Will  it  be  solely  with  Middle  East  coun- 
tries? Will  they  be  allowed  to  participate  with  other  banks — ^for  ex- 
ample, with  European  banks?  Will  countries  that  are  not  in  the 
Middle  East  be  allowed  to  ask  for  loans?  What  will  be  the  scope 
of  their  activities? 

Secretary  Rubin.  Mr.  Yates,  to  the  best  of  my  knowledge — and, 
David,  you  might  want  to  add  to  this — the  scope  in  terms  of  the 
lending — there  will  not  be  a  soft-dollar  window,  it  will  all  be  a 
hard-dollar  window,  and  the  lending  will  be  in  the  Middle  East  it- 
self. 

There  is  a  view,  because  I  have  discussed  this  with  people  in- 
volved in  that  project,  that  they  will  be  able,  with  their  leadership, 
to  bring  private  sector  money  in  so  that  the  prime  impact  will  not 
be  their  own  funds,  which  will  be  limited,  but  rather  will  be  the 
effect  that  they,  through  their  leadership,  will  have  in  bringing  pri- 
vate sector  funds  in  to  develop  in  the  Middle  East. 

Mr.  Yates.  Is  there  a  possibility  of  their  ultimately  evolving  into 
a  private  bank  if  they  are  bringing  private  funds  in? 

Secretary  RuBlN.  Well,  I  think  my  guess  would  be  that  the  struc- 
tures will  be  such  where  their  funds — this  I  am  now  speculating. 
I  don't  know  this,  but  my  guess  is  that  this  will  be  structured  in 
such  a  way  that  their  funds  will  be  used  in  a  subordinated  fashion 
to  attract  private  funds. 
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I  think  there  is  a  very  special  role  for  these  institutions  that  are 
separate  from  a  private  institution. 

Mr.  Yates.  What  is  the  politics  of  this  bank?  Will  all  the  states 
in  the  Middle  East  be  members  of  it?  Will  it  only  be  Israel  and  Jor- 
dan and  Egypt?  Suppose  the  Saudis  want  to  get  in,  or  suppose  even 
the  Iraqis  or  the  Iranians  or  some  of  the  other  countries  that  are 
in  the  Middle  East  after  perhaps  some  closer  relationship  with 
peace.  Will  they  be  allowed  to  come  in?  Is  it  open  to  any  country? 

Secretary  RUBIN.  My  understanding  is  that  it  is  open  to  any  Mid- 
east nation  that  wants  to  join. 

Mr.  LiPTON.  The  parties  to  the  peace  are  all  intending  to  join, 
and  if  countries  in  the  region  wish  to  join,  subscribing  to  the  arti- 
cles of  agreement  and  living  up  to  all  of  their  agreements,  they  are 
ready  to  join.  But  the  countries  where  the  lending  will  take  place 
will  be  those  that  are  parties  to  the  peace. 

Mr.  Yates.  Could  Syria  join? 

Mr.  LiPTON.  I  imagine  if  Syria  joins  the  peace  process,  at  that 
time  they  could  become  eligible. 

Mr.  Yates.  Is  that  a  precondition  to  joining? 

Mr.  LiPTON.  It  is  a  precondition  to  joining  that  you  are  a  party 
to  the  peace  and  you  accept  the  terms  of  the  agreements,  including 
the  nondiscrimination  and  the  commitment  to  not  participate  in 
any  boycotts  or  discrimination  of  any  countries  in  the  region. 

Mr.  Yates.  I  go  back  to  the  Saudis  then.  They  are  neither  a  part 
of  the  peace  nor  are  they  apart  from  the  peace.  Could  a  country 
like  Saudi  Arabia  join? 

Mr.  LiPTON.  Any  country  that  wishes  to  join  as  a  donor  and  is 
willing  to  subscribe  to  the  articles  of  agreement  can  join.  Saudi 
Arabia  could  join,  much  as  the  United  States  would  join,  as  a  donor 
country. 

Mr.  Yates.  The  same  thing  is  true  of  the  Emirates? 

Mr.  LiPTON.  Yes. 

Mr.  Callahan.  Mr.  Knollenberg. 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman, 

Mr.  Secretary,  welcome  back  again.  We  do  this  a  couple  of  times 
a  year,  and  we  like  to  see  you  here. 

Secretary  RUBIN.  Delighted  to  be  here. 

BOSNIA 

Mr,  Knollenberg.  It  has  already  been  alluded  to  by  the  chair- 
man and  a  couple  of  others,  particularly  the  chairman,  as  to  the 
Bosnia  situation,  which  continues  to  be  a  concern,  I  know,  of  all  of 
us  in  terms  of — in  light  the  terrible  tragedy  that  occurred  there. 
And  I  certainly  believe  that  Secretary  Brown  was  on  a  mission  that 
was  deserved. 

The  optimism,  I  guess — my  optimism  is  somewhat  slighted  be- 
cause of  what  I  see  in  Bosnia. 

AFRICAN  development  BANK 

But  I  want  to  turn  to  the  African  Development  Bank  group  or 
AFDB.  As  you  know,  I  think  it  is  40  percent  of  the  IDA  funds  go 
into  the  Sub-Sahara  area,  and  we  have  got  some  concerns — ^you 
mentioned  some  successes  in  Brazil  and  I  think  in  the  Philippines. 
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My  concern  is  that  we  have  seen  a  fair  amount  of  money  ex- 
pended in  Africa,  and  Africa  appears  right  now  to  be  a  global  mess. 
It  is  certainly  in  turmoil.  I  could  mention  names  like  Liberia  which 
come  to  mind  and  Rwanda.  We  don't  seem  to  be  getting  the  suc- 
cesses out  of  that  area,  and  what  I  am  wondering  is — and  I  know 
you  are  asking  for  a  reinvestment  of  millions  of  dollars  with  respect 
to  the  African  Development  Bank — and  I  know  the  negotiations  are 
ensuing  right  now,  but  what  is  there  about  those  negotiations  that 
gives  you  the  optimism  that  we  are  right  to  go  back  in  there  and 
expect  this  time  some  success? 

Secretary  Rubin.  It  is  a  very  good  question,  and  let  me  give  you 
a  perspective — my  perspective  at  least. 

I  was  out  in  Kyoto  about  three  or  four  weeks  ago  at  the  APEC 
meeting.  There  are  18  countries,  ourselves  and  17  others,  most  of 
which  are  Asia  countries — not  all,  Canada,  but  Asian  countries 
that  30  years  ago  were  impoverished,  and  I  suspect  30  years  ago 
people  looked  at  those  countries  and  said:  What  gives  us  hope  that 
those  countries  will  become  prosperous?  And  today  they  are  grow- 
ing rapidly  and  have  had  a  remarkable  increase  in  standards  of  liv- 
ing. 

Africa  is  clearly  the  challenge  in  the  world  today,  and  there  are 
important  challenges  in  India,  but  Africa  is  the  great  development 
challenge.  And  I  agree  that  results  are  mixed  in  some  respects. 
Clearly  not  everything  that  has  been  attempted  has  worked.  But 
just  as  30  years  ago  the  effort  was  made  in  Asia,  I  think  today  we 
simply  have  to  make  it  in  our  own  self-interest  in  Africa. 

And  the  chairman  mentioned  this  question  of  obligations.  I  do  be- 
lieve we  have  an  obligation.  But  leaving  that  aside,  if  you  took  it 
solely  from  a  selfish  point  of  view,  it  is  in  our  interest  to  have  sta- 
bility and  growth. 

In  terms  of  the  African  Development  Bank  itself,  we  did  dis- 
continue funding  for  a  while  because  of  the  problems  there.  It  is 
our  view,  with  the  new  leadership,  that  they  are  doing  the  kinds 
of  things  that  need  to  be  done,  and  we  think  we  should  support  re- 
form in  the  African  Development  Bank  and  the  African  Develop- 
ment Fund. 

Mr.  Knollenberg.  With  respect  to  the  control,  that  is  what 
bothers  me  a  little  bit  about  it:  We  are  making  these  investments 
in  various  member  countries,  but  the  control  is  not  in  the  hands 
of  those  making  the  investment,  it  is  in  the  hands  of  those  that  are 
receiving  the  money.  And  that  must  concern  you  too,  because  what 
assurances  are  there  if  those  who  are  getting  the  money  make  deci- 
sions or  determinations  about  how  it  is  spent,  and  those  of  us  who 
are  making  the  contributions  have  nothing  to  say  or  very  little? 

And  I  recognize  we  have  a  big  stick  that  we  can  use  occasionally, 
but  there  seems  to  me  to  be  no  way  of  really  providing  the  proper 
oversight. 

Secretary  RuBlN.  Well 

CAPITAL  INCREASE  NEGOTIATIONS 

Mr.  Knollenberg.  Shareholders  usually  have  something  to  say 
about  how  a  company  is  run,  and  maybe  you  can't  compare  this  to 
that  sort  of  profile,  but  how  do  we  expect  to  get  anywhere  if  we  re- 
linquish control? 
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Secretary  Rubin.  We  monitor  what  happens  there  very  closely, 
and,  as  evidence  of  that,  I  would  point  out  that  we  had  discon- 
tinued funding  for  a  fair  bit  of  time. 

I  can  tell  you  that  I  was  somewhat  involved  in  it,  that  we  were 
very  actively  involved  in  discussions  with  respect  to  who  their  lead- 
ership should  be,  and  evidence  suggests  that  the  reform  move- 
ment— a  real  reform  movement  is  taking  place. 

And  clearly — and  I  am  agreeing  with  what  you  say — they  have 
a  professional  staff.  But  clearly,  we  need  to  monitor  what  is  hap- 
pening there,  and  if  we  feel  that  this  reform  is  not  taking  hold, 
then  I  think  we  have  to  act  accordingly. 

David? 

Mr.  LiPTON.  Congressman,  one  of  the  goals  of  the  capital  increase 
negotiations  that  we  are  entering  into  is  to  make  that  a  selective 
capital  increase  so  that  as  we  put  in  and  other  donors  put  in  more 
money,  the  voting  power  within  the  institution  changes. 

It  is  the  aim  that  through  this  process  we  can  convince  the  coun- 
tries in  the  region  to  relinquish  majority  control  to  the  donors  that 
are  providing  funds  for  the  capital  increase. 

So  we  do  hope — this  is  an  important  issue  that  you  have  raised, 
and  we  hope  that  it  can  be  addressed  in  the  context  of  this  next 
round  of  negotiations. 

Mr.  Knollenberg.  No  decision  has  been  reached  in  the  interim 
status  of  things?  I  understand  that  those  negotiations  are  ongoing. 
Would  we  have  to  make  a  decision  here  somewhat  in  a  vacuum  if 
you  haven't  come  to  a  conclusion  or  closure  on  those  discussions? 

Mr.  LiPTON.  In  asking  for  these  appropriations,  we  are  asking  to 
be  in  a  position  to  be  able  to  go  out  and  conduct  those  negotiations 
in  a  way  that  is  likely  to  lead  to  the  outcome  that  we  want. 

I  mean  that  is  the  reason  that  we  put  this  before  you  at  this 
stage,  knowing  that  it  is  a  delicate  stage  where  the  negotiations 
are  ongoing. 

Mr.  Knollenberg.  Mr.  Chairman,  is  the  sand  all  the  way  down? 
I  have  another  question,  but  I  can  save  it. 

Mr.  Callahan.  You  have  been  such  an  infrequent  violator  of  the 
time,  I  didn't  turn  the  sand  upside  down. 

PRIORITIZATION 

Mr.  Knollenberg.  I  just  wonder,  in  the  schedule  of  priorities — 
thank  you,  by  the  way.  In  the  schedule  of  your  priorities,  and  this 
may  be  a  difficult  question  to  answer,  but  is  full  funding  of  your 
IDA  request  more  important  than  full  funding  of  your  other  re- 
quests? 

Secretary  Rubin.  Well,  we  started,  as  I  suggested — I  am  going  to 
add  one  more  thing  to  the  African  Development  Bank  after  this — 
but  we  started  with  a  much  larger  menu,  if  you  will,  of  projects 
that  we  thought  were  important,  and  then  we  sat  around  in  my  of- 
fice and  in  the  little  office  next  to  it  and  tried  to  sort  our  way 
through  this,  and  what  we  came  up  with  was  a  request  that  we  felt 
represented  what  we  really  imperatively  needed  to  do. 

So  I  think  it  would  be  fair  to  say  that  the  prioritization — the 
chairman  said,  and  I  think  it  really  is  the  case — the  question  is  the 
case — that  we  did  not  come  up  with  a  number  and  then  say  this 
is  our  negotiating  number  and  we  will  go  from  here  to  wherever 
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we  wind  up.  We  tried  to  be  responsible  in  terms  of  taking  a  much 
larger  potential  and  winnow  it  down  to  what  we  think  is  extremely 
important. 

I  think  I  would  be  very  hard  pressed  to  try  to  compare  the  rel- 
ative values  of  the  different  things  that  we  have  requested  at  the 
point  that  we  have  now  driven  them  to. 

Mr.  Knollenberg.  Thank  you. 

AFRICAN  DEVELOPMENT  BANK 

Secretary  Rubin.  On  the  African  Development  Bank,  you  have 
raised  very  important  issues.  David  has  gone  through  the  negotia- 
tions. But  let  me  assure  you,  no  matter  what  happens,  we  are 
going  to  monitor  that  very,  very  closely. 

Clearly,  there  have  been  problems  there,  and  we  can't  allow 
things  to  happen  there  that  then  cast  a  discredit  on  all  of  our  pro- 
grams. We  are  very  aware  of  the  need  to  monitor  what  goes  on  in 
the  African  Development  Bank. 

Ms.  Pelosi.  Mr.  Chairman,  while  we  are  sitting  here  in  this 
hearing,  on  the  floor  of  the  House,  the  Congress  of  the  United 
States,  in  bipartisan  fashion,  has  a  resolution  honoring  the  memory 
and  paying  tribute  to  Ron  Brown  and  the  others  who  sacrificed 
their  lives,  sadly,  in  Bosnia  on  a  mission  of  peace,  humanitarian 
and  economic  assistance.  I  think  it  is  completely  appropriate  that 
we  at  the  same  time  continue  that  work. 

I  particularly  want  to  extend  my  sympathies  for  Lee  Jackson,  the 
Executive  Director  to  the  European  Bank.  Lee  worked  very  hard 
and  was  a  strong  advocate  for  accountability,  transparency,  and  en- 
vironmental standards  at  the  Bank.  He  will  be  missed.  I  know  I 
speak  for  many  of  my  colleagues  when  I  commend  him  for  his  good 
work 

G7 

In  that  spirit,  I  want  to  credit  to  your  agency,  Mr.  Secretary,  that 
the  G7  had  put  forth  a  review  of  the  role  of  the  MDBs.  I  could  list 
the  recommendations  that  they  have  made  regarding  the  World 
Bank,  and  I  wondered  if  you  could  give  us  a  written  report  on  what 
has  been  done  in  the  year  since  Halifax.  What  has  the  follow-up 
been  on  the  accountability  with  the  World  Bank?  Would  you  give 
us  a  brief  comment  on  what  you  plan  to  do  at  the  next  G7  meeting. 

[Information  follows:] 

The  G-7  recommendations  include  a  renewed  focus  on  sustainable  development, 
participatory  approaches,  sound  economic  policies,  private  sector  development,  and 
infrastructure. 

The  MDBs  were  encouraged  to  decentralize  operations  wherever  possible,  refocus 
their  activities  on  their  key  missions,  integrate  private  sector  development  into  their 
operations,  coordinate  their  country  programs,  and  revise  the  Interim  and  Develop- 
ment Committees  to  enhance  decision-making. 

In  response  to  these  concerns  and  as  part  of  ongoing  reform  efforts: 

The  Development  Committee  Task  Force  released  its  report  which  recommends: 
Maintaining  a  focus  on  effective  poverty  alleviation;  promoting  good  governance,  the 
rule  of  law,  effective  regulation,  accountability,  and  participation;  more  proactively 
integrating  environmental  concerns  into  all  activities;  encouraging  and  supporting 
private  sector  led  development;  improving  the  coordination  within  and  between  the 
IFIs;  and  changing  the  institutional  culture  to  stress  the  quality  of  results. 

The  World  Bank  has  continued  to  develop  its  local  presence,  most  recently  an- 
nouncing the  relocation  of  its  Mexico  Operations  to  Mexico  City,  and  the  Inter- 
American  and  European  Banks  are  bolstering  their  field  offices  and  operations. 
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The  Development  and  Interim  Committees  have  been  restructured  to  provide  a 
more  efiicient  and  fruitful  role  on  cross-cutting  issues. 

The  World  Bank  has  established  a  private  sector  operations  group  to  integrate 
IFC  and  MIGA  into  IBRD  country  strategies  and  develop  a  coordinated  approach 
to  private  sector  development.  The  IFC  is  also  contributing  to  Bank  Group  policies 
and  country  assistance  strategies. 

In  coordination,  the  IDB  and  World  Bank  are  cooperating  on  country  assistance 
strategies  in  Latin  America.  The  heads  of  the  MDBs  now  meet  regularly  to  discuss 
issues  affecting  all  of  the  Banks  and  efforts  are  underway  to  broaden  this  collabora- 
tion. 

In  the  lead-up  to  Lyon,  the  G-7  have  noted  these  efforts,  and  will  endorse  the 
recommendations  of  the  Development  Committee  Task  Force. 

Secretary  Rubin.  We  are  going  to  have  that  on  the  agenda.  We 
meet  this  Sunday,  the  G7  finance  ministers  meet,  and  we  have — 
amongst  many  other  things,  we  have  on  the  agenda  the  national 
financial  institutions  and  the  World  Bank. 

Ms.  Pelosi.  The  lending  reforms  that  were  suggested  last  time? 

Secretary  Rubin.  Yes — well,  the  lending  reforms  in  terms  of  fo- 
cusing on  environmental  issues  and  women's  issues  and  trans- 
parency, the  Pelosi  amendment,  and  we — I  think  that — I  really  do 
think  that  they  are  making  real  progress,  although  obviously  not 
everything  gets  done  in  a  day. 

We  would  be  delighted  to  give  you  a  fuller  response  to  that. 

Mr.  LiPTON.  I  did  want  to  mention  that  on  his  last  day  at  the 
EBRD,  Lee  Jackson  asked  that  the  board  meeting  on  the  informa- 
tion policy  be  moved  to  the  morning  so  that  he  could  attend  that. 
It  was  a  subject  that,  as  you  know,  he  had  worked  very  hard  on 
and  had  moved  the  bank  to  back  that  and  still  make  his  trip  to 
Bosnia.  That  was  approved,  and  so  that  information  policy  is  now 
in  place  at  the  bank. 

Ms.  Pelosi.  I  appreciate  that.  As  one  who  served  on  the  Banking 
Committee's  International  Subcommittee  when  the  European  Bank 
was  authorized,  I  am  pleased  to  see  the  follow-up  that  is  there  and 
recognize  his  commitment  to  it. 

On  the  G7  meeting,  we  have  been  hoping  for  a  number  of  years 
that  the  United  States  would  use  its  good  offices  to  recognize  the 
devastation,  the  havoc,  that  AIDS  is  wreaking  on  the  economies  of 
many  underdeveloped  countries.  I  hope  that  the  global  AIDS  issue 
will  be  placed  on  the  agenda. 

I  know  that  Secretary  Christopher  has  explained  to  me  over  and 
over  that  the  agenda  gets  prepared  a  long  time  in  advance,  but  we 
have  now  had  time.  I  think  the  issue  of  AIDS  is  of  significance  to 
the  G7  and  I  hope  that  it  would  be  put  on  the  agenda. 

In  regard  to  IDA,  I  fully  support  your  request.  Mr.  Chairman,  I 
recognize  that  in  the  stiff  competition  that  we  have  for  dollars,  it 
always  seems  a  zero  sum  game,  but  I  do  think  these  funds  are  an 
investment  and  are  in  our  national  interest.  Since  IDA  funds  are 
so  limited,  I  hope  that  the  Administration  will  look  to  how  the 
funds  are  spent. 

You  know  that  there  are  situations  where  countries  which  have 
very  dynamic  economies  with  the  fastest  growth  in  the  world  are 
still  getting  IDA  funds.  While  I  don't  want  to  reduce  any  IDA  fund- 
ing, I  do  think  that,  for  example,  in  the  case  of  China,  it  would  be 
very  important  to  revisit  why  they  should  be  getting  IDA  funds 
when  they  are  considered  one  of  the  fastest  growing  economies  in 
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the  world.  I  don't  think  that  they  fit  the  definition  of  an  IDA  recipi- 
ent. 

CHINA 

Secretary  Rubin.  As  you  know,  we  agree  with  you,  and  it  has 
been  our  view  that  China  should  graduate  fi'om  IDA.  That  is  not 
a  view  that  everybody  holds. 

There  is  an  agreement  in  IDA-11  that  China  will  graduate  over 
this  3-year  period.  In  addition,  the  fiinding  in  IDA-11  for  China  is 
expected  to  be  4  percent  of  the  total,  down  from  a  peak  of — what? — 
15,  David?  15  percent  or  something. 

So  while  we  haven't  gotten  there  all  the  way  yet,  we  have  made 
a  lot  of  progress,  and  at  the  end  of  these  3  years  they  will  have 
graduated  and  this  purpose  will  be  accomplished. 

Ms.  Pelosi.  In  the  interest  of  time,  I  will  submit  for  the  record 
a  series  of  questions  regarding  IDA  lending  to  situations  where 
there  is  a  possibility  of  the  use  of  prison  labor  or  military  connec- 
tions. The  World  Bank  has  unwritten  principles  that  they  follow  in 
that  regard.  I  would  hope  that  the  Administration  would  move  to 
make  those  principles  more  explicit  and  written. 

I  would  go  further  into  it  here,  considering  the  issue  that  has 
been  raised  by  Mr.  Harry  Wu,  but  Mr.  Wolfensohn  has  graciously 
agreed  to  meet  with  Mr.  Wu  and  go  over  some  of  this.  Again,  I 
would  hope  that  the  policy  of  the  Administration  would  be  to  make 
those  principles  written  and  more  explicit. 

In  that  regard,  I  would  hope  also  that  the  Administration  would 
support  independent  investigations  when  there  is  an  allegation 
that  IDA  funds  are  being  used  for  forced  labor  or  military  purposes, 
rather  than  having  the  Bank's  own  investigation,  so  that  the  air  is 
cleared  and  we  can  move  on. 

Secretary  RuBiN.  You  mean  investigation  independent  of  that 
done  by  IDA? 

Ms.  Pelosi.  Yes,  independent  of  that  done  by  the  World  Bank, 
because  they  are  talking  to  the  same  people  that  they  are  lending 
to  who  are  reaffirming  to  them  that  there  is  no  forced  labor  in- 
volved. My  understanding  of  it  is  that  it  is  a  small  circle,  and  I 
think  that  a  fresher  eye  being  brought  in  would  be  a  more  legiti- 
mate look  into  it. 

Mr.  Secretary,  one  more  question,  in  relation  to  Secretary  Chris- 
topher's meeting  next  week  with  the  foreign  minister  of  China  in 
Europe.  As  you  know,  right  now  the  United  States  is  pressing  for 
a  resolution  on  China  at  the  U.N.  Human  Rights  Commission,  fol- 
lowing up  on  the  Administration's  call  for  using  multilateral  fora 
for  promoting  human  rights,  rather  than  doing  things  just  on  a  bi- 
lateral basis. 

My  understanding  from  our  human  rights  ambassador  to  the 
U.N.  is  that  we  are  going  all  out  on  this,  and  I  just  wondered  if 
you  were  involved?  Certainly,  on  the  other  side  of  the  issue  they 
are  pulling  out  all  of  the  stops  and  not  just  confining  their  advo- 
cacy to  their  human  rights  ambassador  but  using  their  full  Cabinet 
and  the  whole  Government  of  China  to  oppose  this. 

Secretary  RUBIN.  You  make  a  good  point. 
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We  met  with  Secretary  Christopher  last  Saturday,  I  think  it  was, 
to  discuss  his  upcoming  meeting,  and  clearly,  as  you  correctly  say, 
the  focus  on  human  rights  is  very  much  on  his  agenda. 

You  make  an  interesting  point,  because  the  efforts  in  this  respect 
have  been  conducted  primarily  by  the  State  Department  and  our 
U.N.  delegation,  but  I  think  that  that  is  something  where  maybe 
we  could  make  a  contribution. 

So  the  answer  to  your  question  is,  I  have  not,  and  I  think  it  is 
an  interesting  point. 

Ms.  Pelosi.  I  would  hope  that  following  this  hearing  there  might 
be  more  involvement. 

Secretary  RUBIN.  You  are  talking  about  in  the  U.N.  resolution? 

Ms.  Pelosi.  Yes,  because  the  leverage  that  we  have  is  consider- 
able if  we  choose  to  use  it,  but  we  cannot  go  up  against  the  other 
side,  using  all  of  its  resources,  without  at  least  making  a  serious 
attempt  on  the  part  of  the  U.S.  and  the  European  countries. 

How  is  my  time  doing,  Mr.  Chainnan? 

Mr.  Callahan.  You  are  recognized  as  soon  as  Mr.  Bunn  and  Mr. 
Torres  talk. 

Ms.  Pelosl  The  gentleman  is  very  clear.  I  thank  the  Secretary 
and  Secretary  Lipton  as  well. 

Mr.  Callahan.  I  would  like  to  join  the  gentlewoman  from  Cali- 
fornia with  respect  to  the  question  she  posed  and  ask  for  written 
advice,  and,  if  possible,  with  your  leave,  I  would  like  to  cosponsor 
your  question,  because  a  lot  of  members  of  the  committee,  even 
though  Ms.  Pelosi  and  I  might  have  different  avenues  of  what  we 
might  think  might  be  the  appropriate  way  to  retaliate  for  these  re- 
lations of  human  rights,  share  the  same  concerns  about  them  tak- 
ing place. 

So  I  would  like  to  emphasize  that  it  is  a  very  important  question, 
and  I  would  like  you  to 

Secretary  RUBIN.  You  are  talking  about  the  support  with  respect 
to  the  U.N.  resolution. 

Mr.  Callahan.  Harry  Wu,  the  independent. 

Ms.  Pelosl  I  was  talking  about  an  independent  investigation  for 
where  this  IDA  money  is  used. 

Secretary  Rubin.  Okay.  Okay. 

Mr.  Callahan.  Mr.  Bunn. 

Mr.  Bunn.  Mr.  Secretary,  just  following  up  briefly  on  some  of  the 
chairman's  earlier  questions  or  comments  on  IDA,  you  had  men- 
tioned that  other  nations  were  putting  up  $3  billion  that  we  are  not 
allowed  to  bid  on  the  procurement  for.  What  is  the  approximate 
level  of  funding  of  the  largest  two  contributors  to  that  pool? 

Secretary  Rubin.  I  don't  know  the  answer  to  that. 

Lionel,  do  you  know  by  any  chance? 

We  can  get  you — I  do  not  know  the  answer  to  that,  but  we  can 
certainly  get  you  the  information. 

[Information  follows:] 

Japan  and  Germany  are  the  two  largest  contributors.  Their  total  contributions  to 
the  Special  Fund  are  $912  million  and  $512  million  respectively. 

These  contributions  supplement  the  $1,535  million  and  $845  million  they  have 
also  pledged  to  IDA- 11. 

Thus,  Japan  and  Germany  will  together  be  providing  $3.8  billion  in  new  resources 
for  IDA. 

The  total  U.S.  contribution  to  IDA-11  is  $1.6  billion. 
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U.S.  CONTRIBUTION  TO  IDA 


Mr.  BUNN.  We  are  putting  up  $935  million  that  is  considered  in 
arrears? 

Secretary  RUBIN.  That  is  actually  fulfilling  the  arrears.  Virtually 
all  of  that  commitment  was  made  by  the  Bush  administration. 

Mr.  BuNN.  This  is  money  that  is  put  into  IDA.  There  is  no  limit 
on  the  other  countries  in  this  $3  billion  pool  bidding  on  those  con- 
tracts, is  there? 

Secretary  RUBIN.  I  am  sorry?  They  have  made — that  is  IDA- 10. 

Mr.  BUNN.  Basically,  you  have  got  a  $3  billion  pool  of  new  money 
which  we  are  told  we  cannot  participate  in. 

Secretary  RUBIN.  Correct. 

Mr.  BUNl>f.  We  are  putting  in  a  billion  dollars,  which  is  old 
money,  but  there  is  no  restriction  on  them  competing  in  that. 

Secretary  RUBIN.  But  the  $935  million  that  we  are  putting  in  is 
money  that  we  had  committed  to  put  it  in  a  long  time  ago,  and 
when  we  should  have  been  putting  that  in,  we  were  not  putting  in 
what  we  had  committed  to.  This  is  really  a  fulfillment  of  our  com- 
mitment on  IDA- 10. 

Mr.  BUNN.  Were  there  other  countries  putting  in  more  money  at 
that  time? 

Secretary  RUBIN.  No.  We  are  the  largest  economy  in  the  world. 
Our  contribution  is  commensurate  to  our  position  in  the  world 
economy. 

Mr.  BuNN.  How  does  our  historic  contribution  relate  to  our  pro- 
portion of  procurement  contracts? 

Secretary  RuBiN.  I  don't  know. 

Mr.  BUNN.  If  there  is  a  new  sense  of  fairness  under  which  we  are 
going  to  be  excluded,  I  would  like  to  see  if  we  ever  used  that  in 
the  past,  because  I  would  suspect  that  no  one  was  concerned  about 
fairness  when  we  were  putting  in  a  huge  share  of  the  money,  and 
not  necessarily  getting  the  huge  share  of  the  credit.  But  now  there 
is  a  desire  to  make  sure  that  it  all  adds  up. 

Secretary  RuBlN.  We  will  get  you  the  data. 

If  you  go  back  and  think  of  the  post- World  War  II  economies  of 
the  world,  for  a  long  time  we  were  the  only  real  economy  in  the 
world,  and  I  don't  think — Mr.  Yates  made  the  comments  about  the 
Marshall  Plan — I  don't  think  there  is  any  question  but  that  we 
were  an  enormous  beneficiary  to  ourselves  of  what  we  did  to  Eu- 
rope with  the  Marshall  Plan,  because  those  became  real  economies 
again,  and  I  think  the  same  thing  is  true  here. 

Mr.  BUNN.  It  would  seem  in  the  years  when  we  were  in  arrears, 
we  were  still  the  largest  contributor,  and  we  are  still  putting  in  a 
quarter  of  the  money  that  is  going  in  and  being  excluded  from 
three-quarters  of  it. 

Secretary  Rubin.  No,  no.  The  money  that  we  are  putting  in  is 
money — it  is  like  any  creditor  situation  or  debtor  situation.  Those 
were  debts  that  we  should  have  paid  in  the  past.  It  has  nothing 
to  do  with  the  funding  of  the  new  IDA-11.  But  we  will  get  you  the 
information  that  you  requested. 
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[The  information  follows:] 


U.S.  contributions  to  IDA  have  been  greater  than  U.S.  procurement  on  IDA 
projects.  Cumulatively,  since  the  beginning  of  IDA,  the  United  States  has  made  con- 
tributions totalling  $19,082,786.  Cumulative  procurement  disbursements  to  the 
United  States  have  been  $3,808,000. 

THE  MAIN  ARGUMENTS 

The  main  arguments  advanced  by  other  donors  in  favor  of  the  procurement  re- 
striction rest  on  the  longstanding  principle  of  equitable  burden-sharing  and  the  need 
to  reinforce  and  advance  this  principle  in  providing  funding  for  the  multilateral  de- 
velopment banks.  Other  donors  view  procurement  restrictions  as  necessary  to  en- 
courage participation  by  traditional  international  donors  (e.g.,  the  United  States) 
and  non-traditional  donors  (e.g.,  emerging  economies  in  Asia)  and  as  an  issue  of  fun- 
damental fairness  in  that  everyone  should  pay  to  play.  Burden-sharing  and  fairness 
can  also  be  used  as  arguments  against  the  procurement  restriction.  Another  argu- 
ment that  can  be  advanced  against  the  restriction  is  economic  efficiency  (i.e.,  that 
the  MDBs  and  their  borrowers  can  both  benefit  from  having  broader  access  to  better 
equipment  at  lower  prices). 

STANDARD  PRACTICES 

Apart  from  the  European  Bank  for  Reconstruction  and  Development,  access  to 
procurement  financed  through  the  multilateral  development  banks  has  been  gen- 
erally restricted  to  countries  that  are  members  of  each  bank.  These  restrictions  are 
set  out  in  the  articles  of  agreement  establishing  each  bank  and/or  in  regulations  or 
guidelines  regarding  procurement.  For  example,  in  the  World  Bank,  funds  are  dis- 
bursed only  on  account  of  expenditures  for  goods  and  works  provided  by  nationals 
of,  and  produced  in  or  supplied  from.  Bank  member  countries.  Nationals  of  other 
countries  or  bidders  offering  goods  and  works  from  other  countries  are  expressly  dis- 
qualified. 

In  the  Asian  Development  Bank,  the  general  rule  is  that  the  proceeds  of  any  loan 
investment  or  other  financing  may  be  used  only  for  procurement  in  member  coun- 
tries of  goods  and  services  produced  in  member  countries;  similarly-worded  limita- 
tions exist  at  the  Inter-American  Development  Bank  and  the  African  Development 
Bank.  In  the  Inter-American  Development  Bank,  there  is  an  added  provision  in  the 
Articles  of  Agreement  that  the  question  of  restriction  of  procurement  of  members 
which  do  not  participate  in  a  capital  increase  may  be  determined  by  the  Board  of 
Governors. 

The  Charter  of  the  EBRD  specifically  states  that  the  Bank  shall  place  no  restric- 
tion upon  the  procurement  of  goods  and  services  from  any  country  from  the  proceeds 
from  any  loan,  investment  or  other  financing.  This  exception  is  related  to  consider- 
ations of  efficiency. 

There  are  also  provisions  for  non-member  countries  that  have  made  financing 
available  through  special  funding  arrangement  (e.g.,  Switzerland  at  the  World  Bank 
before  it  became  a  member)  or  for  those  that  opened  their  capital  markets  for  bond 
offerings  (several  European  countries  at  the  Inter-American  Development  Bank  and 
Luxembourg  at  the  Asian  Development  Bank).  Exceptions  to  the  general  member- 
ship provision  have  been  made  in  situations  in  which  there  is  a  single  source  of  sup- 
ply for  what  is  needed  or  where  there  is  a  requirement  for  compatibility  with  equip- 
ment already  in  place. 

IDA 

In  the  past,  IDA  procurement  has  been  open  to  all  member  countries  of  the  World 
Bank.  The  IDA  11  agreement  restricts  procurement  to  countries  making  contribu- 
tions to  IDA  and  to  countries  that  are  borrows  from  the  World  Bank  or  IDA.  This 
provision  is  a  change  and  reflect  an  effort  by  donors  to  encourage  participation  in 
IDA  by  non-tradional  donors.  It  will  restrict  IDA  procurement  from  a  number  of 
countries  that  are  members  of  the  World  Bank  which  no  longer  borrow  and  don't 
contribute  to  IDA  (e.g.,  Israel  and  Singapore). 

The  IDA  11  agreement  also  restricts  procurement  from  the  Interim  Trust  Fund 
to  countries  making  contributions  to  the  Interim  Trust  Fund  and  to  borrowers  from 
the  World  Bank  and  IDA.  This  will  restrict  procurement  from  the  United  States 
(which  does  not  intend  to  contribute  to  the  Interim  Trust  Fund)  and  any  other  non- 
borrowing  member  of  the  Bank  which  does  not  contribute  to  the  Fund. 

In  the  early  1980's,  U.S.  payments  for  a  $3240  contribution  to  IDA  VI  were  ex- 
tended from  three  years  to  four  years.  This  stretch-out  had  the  effect  of  deferring 
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the  first  installment  of  the  U.S.  contribution  to  the  next  replenishment  round  by  one 
year.  During  this  one  year  period,  some  other  donors  established  a  special  fund 
which  restricted  procurement  to  contributors  to  the  special  fund  and  to  borrowers 
from  the  World  Bank  and  IDA. 

Not  all  of  the  contributor  countries,  however,  chose  to  make  their  contributions 
subject  to  the  restriction  and,  as  a  result,  some  of  the  contributions  to  the  special 
funds  were  open  to  procurement  by  U.S.  firms.  Under  the  restriction,  U.S.  firms 
were  barred  from  bidding  on  about  $500-$600  million  in  procurement  financed  from 
the  special  fund.  U.S.  firms  continued  to  be  eligible  during  the  year  in  question  for 
procurement  financed  through  IDA  reflows  and  transfers  from  the  net  income  from 
the  IBRD. 

PROCUREMENT  AND  MEMBERSHIP 

In  the  mid-1970's,  when  non-regional  member  countries  first  joined  the  Inter- 
American  Development  Bank,  access  to  procurement  was  seen  as  an  incentive  that 
would  be  helpful  in  encouraging  the  Eiu"opeans  and  Japan  to  become  members.  Biir- 
den-sharing  and  fairness  were  cited  as  key  issues  in  the  negotiation,  and  the  long 
history  of  U.S.  subscriptions  and  contributions  to  the  IDB  was  noted  in  determining 
contributions  of  new  members. 

These  factors  were  also  considered  in  extending  IDB  membership  to  Canada.  In 
the  Middle  East  Development  Bank,  it  is  also  intended  that  procurement  eUgibility 
will  be  limited  to  the  countries  that  are  members  of  the  Bank. 

Secretary  RUBIN.  You  know,  I  might  add,  we  are  meeting  on  May 
6th  with  the  private  sector  on  all  of  this,  and  we  will  be  discussing 
with  them,  and  I  think  after  that,  I  would  hope  that  they  will  have 
a  good  understanding  of  what  this  all — what  is  happening  is  hap- 
pening, and  that  might  be  helpful  in  your  own  discussions. 

Mr.  Callahan.  Mr.  Secretary,  Mr.  Bunn  is  on  the  same  track  at 
more  eloquently  explaining  our  concerns  than  I  could.  But  what  he 
is  saying,  and  what  I  feel,  is  that  when  we  were  making  all  of 
these  heavier  contributions  during  the  Marshall  Plan,  when  we 
were  the  only  economic  superpower  in  the  world,  that  became  gen- 
erosity on  the  part  of  the  American  people. 

It  evolved  then  into  an  obligation,  an  entitlement  of  the  Amer- 
ican people.  The  world  community  says  that  we  must  give  this,  and 
now  we  are  saying,  okay,  if  we  must  give  it,  that  it  is  an  obligation, 
although  I  even  question  whether  it  is  a  legal  obligation. 

The  Congress  didn't  commit  to  this  contribution.  This  was  an 
agreement  by  the  administrative  branch  that  is  subject  to  appro- 
priations of  the  Congress.  So  I  don't  even  consider  it  a  real  debt. 
I  am  not  going  to  question  that. 

But  he  is  exactly  right.  We  started  the  World  Bank.  We  came  up 
with  the  concept.  We  have  been  the  heaviest  contributor  over  dec- 
ades. We  have  put  billions  and  billions  of  dollar  into  it.  And  now 
we  are  told  that  if  we  don't  do  what  they  want,  that  these  other 
nations  are  going  to  put  in  their  $3  billion  this  year  and  that  we 
are  not  going  to  be  able  to  participate  in  it. 

I  think  they  have  an  obligation  somewhere  in  this  process  to  us, 
and  so  I  agree  with  the  direction  Mr.  Bunn  is  taking. 

Secretary  RUBIN.  I  have  a  feeling  that  this  is  an  issue  that  we 
will  have  an  opportunity  discuss  as  we  go  forward. 

Mr.  Callahan.  Mr.  Torres. 

Mr.  Torres.  Thank  you,  Mr.  Secretary,  for  coming  today,  along 
with  your  associates. 
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U.S.  EQUITY 

Perhaps  the  question  I  will  raise  is  related.  I  am  hearing  a  lot 
of  discussion  here  with  Mr.  Bunn  and  the  chairman's  recent  com- 
ments about  the  equity,  the  United  States  equity,  in  terms  of  the 
return  to  us  of  participation  in  various  programs  of  the  World 
Bank.  This  subcommittee  has  heard  over  the  years  testimony  from 
yourself  and  other  secretaries  about  how  much  a  U.S.  dollar 
leverages  in  terms  of  the  overall  impact  of  assistance  through  the 
international  financial  institutions. 

What  is  your  estimation  of  the  leveraging  capability  of  the  1997 
request?  In  other  words,  can  we  still  expect  to  get  the  same  bang 
for  our  buck? 

And  perhaps  secondary  to  that,  what  is  the  administration  doing 
to  assist  our  U.S.  businesses  in  obtaining  contracts  with  the  var- 
ious development  banks? 

Secretary  RUBIN.  You  know,  it  does  strike  me,  Mr.  Torres,  what 
I  think  we  ought  to  do  is  put  another  a  very  brief  statement  about 
what  I  take  to  absolutely  be  the  case,  which  is  that  I  don't  know 
whether  there  is  an  obligation. 

I  am  not  talking  about  the  arrears  thing  is  at  least  a  moral  com- 
mitment, if  not  a  legal  commitment,  but  leaving  that  aside,  that 
this  overall  participation,  I  don't  view  it  as  an  obligation — I  guess 
I  do  feel  it  is  a  moral  obligation. 

But  leaving  that  whole  issue  aside,  I  think  it  is  enormously  in 
our  self-interest,  and  what  I  think  we  have  done  has  repaid  us 
plentifully. 

I  think  we  ought  to  put  together  a  paper  on  the  economic  case 
to  support  the  contributions  that  we  are  making,  because,  as  I  say, 
to  me  it  is  clear  that,  if  you  leave  all  the  considerations  aside,  it 
is  just  enormously  in  our  self-interest,  and  let  us  try  to  do  that  if 
we  may. 

[Information  follows:] 

The  MDBs  are  an  excellent  value  for  our  dollars  in  terms  of  the  leverage  they 
generate  through  contributions  from  other  countries  and  their  reliance  on  private 
capital  markets  for  the  bulk  of  their  lending.  This  ability  to  leverage  relatively  lim- 
ited contributions  from  each  member  country  is  one  of  the  great  advantages  of  the 
multilateral  development  bank  system;  it  is  an  important  reason  why  the  MDBs 
continue  to  play  such  a  central  role  in  our  International  Affairs  Budget.  In  an  at- 
mosphere of  reduced  funding,  I  think  we  all  understand  that  the  leverage  factor  has 
taken  on  greater  significance. 

The  hard  loan  windows  of  the  MDBs  give  us  very  high  leverage  ratios  because 
of  the  use  of  callable  capital  to  provide  backing  for  their  borrowings  in  private  cap- 
ital markets.  In  the  World  Bank,  which  has  the  highest  rations,  each  dollar  paid 
in  by  the  United  States  has  resulted  in  $260  new  lending  commitments.  In  the  Eu- 
ropean Bank  for  Reconstruction  and  Development,  each  dollar  contributed  by  the 
United  States  has  this  far  resulted  in  new  lending  commitments  of  22  dollars  and 
mobilized  71  dollars  in  total  financing. 

Leverage  is  also  very  important  in  concessional  lending  programs,  which  depend 
on  paid-in  contributions  rather  than  the  private  capital  markets.  In  the  Inter- 
national Development  Association  (IDA),  each  dollar  paid-in  by  the  United  States 
has  generated  seven  dollars  in  new  loan  commitments  through  the  contributions  of 
other  donor  countries  and  repayment  on  previous  loans. 

Mr.  Torres.  But  just  on  the  surface,  at  least  I  think — I  want  to 
hear  your  comment — ^you  believe  there  has  been  an  equitable  re- 
turn to  the  United  States  in  terms  of  the  impact  of  the  dollars 
being  leveraged? 
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Secretary  RUBIN.  Oh,  I  think  there  has  been  enormous  return  to 
the  United  States,  not  only  in  immediate  procurement  opportuni- 
ties, but  I  think,  much  more  importantly — and  now  I  have  said  this 
several  times,  but  I  think  it  is  the  guts  of  this  whole  thing,  in  the 
effect — the  disproportionate  effect  that  we  have  on  the  direction  of 
the  World  Bank  and  the  IMF,  and  the  sisier  banks,  the  World 
Bank  in  terms  of  developing  market  economies  in  the  developing 
nations  around  the  world,  and  then  the  effect  that  the  growth  of 
those  countries  has  on  our  export  industries:  40  percent  of  our  ex- 
ports go  to  developing  countries,  and  a  lot  of  the  growth  that  allows 
them  to  absorb  our  exports  is  a  function  of  the  growth  and  reform 
that  has  been  promoted  by  the  international  financial  institutions. 

Mr.  Torres.  Thank  you. 

LATIN  AMERICA/CARIBBEAN  DEBT  REDUCTION  PROGRAM 

Can  you  give  the  committee  a  status  update  on  the  new  pilot  pro- 
gram for  lower-income  countries  in  Latin  America  and  the  Carib- 
bean? I  am  speaking  of  the  new  debt  buyback  and  debt  swap  pro- 
grams in  the  region  which  support  economic  development  and 
democratic  reform,  help  ease  the  debt  service  burdens,  and  con- 
tinue to  provide  a  mechanism  for  channeling  resources  to  the  envi- 
ronment and  child  survival;  would  you  please  explain  how  this  pro- 
gram will  be  effected  at  zero  budget  cost? 

Secretary  Rubin.  I  will  allow,  if  I  may.  Assistant  Secretary 
Lipton  to,  that  is  a  debt  reduction  program  which  the  benefits  of 
that  have  to  be  directed,  as  you  correctly  said,  to  certain  purposes 
to  environmental  and  others.  And  I  think  that  is  a  very  well-craft- 
ed program 

Having  said  that,  I  turn  to  Assistant  Secretary  Lipton. 

Mr.  Lipton.  The  program  has  been  in  place  for  a  reasonably 
short  time.  There  are  two  countries  that  have  expressed  interest, 
Jamaica  and  Peru,  and  there  are  discussions  ongoing  to  determine 
whether  those  countries  meet  the  criteria,  whether  the  mechanisms 
can  be  put  in  place  that  will  ensure  that  the  swap  portion  and  the 
domestic  currency  portion  is  correctly  going  to  be  invested. 

The  number  is  small  in  part  because  other  countries  in  the  re- 
gion have  benefited  from  other  aspects  of  the  debt  reduction  pro- 
grams; either  the  EAI  program  or  Paris  Club  debt  reduction  pro- 
grams, and  once  they  have  had  their  debt  reduced,  there  is  no  rea- 
son for  them  to  participate.  We  consider  that  there  may  be  another 
small  number  of  countries  that  may  come  forward  and  express  an 
interest  in  this  in  the  future 

Mr.  Torres.  Thank  you  very  much 

Thank  you,  Mr.  Chairman. 

I  yield  back  my  sand,  if  there  is  any. 

Mr.  Yates.  I  have  one  question. 

CONSEQUENCES  OF  BUDGET  REDUCTION 

What  would  the  consequences  be  if,  in  fact,  your  appropriations 
were  cut  drastically? 

Secretary  RUBIN.  Oh,  I  think  it  would  have  several  consequences. 
You  are  talking  about  this  $935  billion  for  IDA,  or  across  the 
board? 
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Mr.  Yates.  I  am  talking  about  all  of  your  appropriations.  We 
enter  our  hearings  this  year  with  the  admonition  hanging  over  our 
heads  that  we  were  not  going  to  get  nearly  as  much  money  as  we 
did  last  year.  And  it  seems  to  me  that  you  might  want  to  prepare 
for  that  possibility.  And  I  think  the  record  should  disclose  what  ef- 
fect that  would  have  on  your  programs,  and  for  that  matter,  on 
what  our  economic  conditions  might  be  in  that  respect. 

Secretary  RUBIN.  Mr.  Yates,  I  think  that  would  have  several  ef- 
fects. Number  one,  if  it  was  really  substantial  reduction  I  think  it 
would  start  to  create  a  question  of  how  much  other  countries  would 
like  to  keep  the  multilateral  institutions  from  funneling  their  for- 
eign aid  as  opposed  to  bilateral  arrangements 

Mr.  Yates.  Why  would  that  be  harmful? 

Secretary  RUBIN.  To  us?  Because  as  long  as  the  money  goes 
through  these  multilateral  institutions,  we  do  have  a  very  much  le- 
veraged impact  in  terms  of  our  perspectives  as  to  the  kinds  of  re- 
form the  kinds  of  measures  that  should  be  taken  in  these  countries. 

The  World  Bank,  the  sister  banks,  the  IMF  are  very  much  in- 
volved with  the  United  States  Government  through  the  Treasury 
particularly,  in  terms  of  their  policies.  If  the  money  goes  bilateral 
really  two  things  happen. 

One,  we  lose  the  ability  to  leverage  ourselves  with  respect  to  the 
influence  of  that  money,  and  other  countries  are  much  more  in- 
volved with  tied  aid  than  we  are.  And  an  awful  lot  of  it  would  go 
into  aid  which  would  be  tied  to  procurement  from  those  countries. 
So  instead  of  having  the  opportunities  for  procurement  by  the 
money  going  through  the  international  financial  institutions,  it 
would  go  through  mechanisms  which  would  specifically  preclude  us 
from  participating. 

Mr.  Yates.  How  crippled  would  you  be? 

Secretary  RUBIN.  I  think  that  you  would  substantially  reduce — 
it  would  be  interesting  to  hear  David  Lipton's  comments,  but  my 
view  is  that  it  would  substantially  reduce  the  magnitude  of  these 
institutions  going  forward,  which,  for  the  reasons  I  have  already 
expressed,  would  be  very  much  against  our  interests. 

Mr.  Yates.  Would  you  please  expand  upon  that  for  the  record, 
it  might  be  helpful. 

[The  information  follows:] 

What  would  be  the  consequences  if,  in  fact,  your  appropriations  were  cut  dras- 
tically this  year? 

We  continue  to  believe  that  the  international  financial  system  which  has  evolved 
under  U.S.  leadership  is  a  highly  cost-effective  way  of  promoting  U.S.  interests  in 
the  developing  world.  The  ability  of  the  MDBs  to  leverage  United  States  contribu- 
tions with  those  of  other  donors  and,  in  the  case  of  the  hard  loan  windows,  with 
private  market  borrowings,  is  one  of  the  great  advantages  of  the  multilateral  devel- 
opment bank  system;  it  is  an  important  reason  why  the  MDBs  continue  to  play  such 
a  central  role  in  our  International  Affairs  Budget.  In  an  atmosphere  of  reduce  fund- 
ing, the  leverage  factor  has  taken  on  greater  significance  as  we  cannot  replicate  the 
role  of  the  MDBs  bilaterally  except  at  much  greater  costs. 

However,  the  future  of  multilateral  development  cooperation  is  now  at  a  critical 
juncture.  The  United  States  now  has  about  $1.5  billion  in  overdue  commitments  to 
the  MDBs.  Other  donors — who  now  provide  the  bulk  of  MDB  financing — are  looking 
at  the  U.S.  FY  1997  budget  process  to  judge  whether  they  can  continue  to  count 
on  the  United  States  as  a  credible  partner.  While  U.S.  support  for  IDA  is  viewed 
as  the  "litmus  test"  of  the  seriousness  of  our  commitment  to  multilateral  coopera- 
tion, the  U.S.  role  and  influence  in  other  important  institutions  are  also  on  the  line. 

Full  U.S.  funding  is  essential  to  maintain  U.S.  leverage  and  influence  throughout 
the  multilateral  system,  and  to  ensure  the  MDBs  have  resources  adequate  to  main- 
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tain  support  for  those  developing  and  transitioning  countries  committed  to  sound 
economic  management  and  reform.  A  diminished  MDB  role  in  the  developing  world 
would  adversely  affect  the  long-term  economic,  strategic  and  humanitarian  interests 
of  the  United  States.  U.S.  businesses — which  rely  heavily  on  the  MDBs  to  establish 
the  policy  environment  for  trade  and  investment — would  suffer. 

In  the  absence  of  U.S.  financial  support,  other  donors  are  likely  to  increasingly 
direct  their  resources  into  either  their  bilateral  programs  or  other  multilateral  insti- 
tutions (such  as  the  assistance  programs  of  the  European  Community)  where  the 
United  States  has  no  influence  and  where  much  less  emphasis  is  placed  on  economic 
reform.  Additional  drastic  cuts  in  U.S.  funding  would  also  encourage  other  donors 
to  replicate  the  recently  established  FY  1997  Interim  Trust  Fund  administered  by 
IDA,  where  U.S.  non-participation  excludes  U.S.  companies  from  procurement. 

IDA 

Secretary  Rubin.  Let  me  make  a  comment  on  what  we  are  al- 
ready doing.  If  you  take  a  look  at  IDA- 11,  what  we  have  asked 
for — we  haven't  asked  for  any  appropriations  at  this  point  but  we 
have  said  our  commitment  would  be  $800  million  each  for  the 
last — the  last  2  of  the  3-year  period,  so  that  is  a  billion  six.  IDA- 
10,  if  I  remember  correctly,  had  about  $3.75  billion  of  total  commit- 
ment, so  we  have  already  in  terms  of  looking  to  IDA-11,  are  com- 
mitting to  an  amount  of  money  less  than  half  of  what  we  commit- 
ted to  IDA- 10.  I  think  we  have  taken  the  Chairman's  admonitions 
with  respect  to  being  fiscally  responsible  very  much  to  heart. 

I  don't  think,  Mr.  Yates,  I  can't  quantify  this  for  you  and  maybe 
we  can  try  to  think  of  some  way  to  do  it.  But  qualitatively,  I  can 
express  it  as  having  two  problems.  One,  very  substantially  reduc- 
ing the  role  of  the  multilateral  development  banks,  and  two,  turn- 
ing much  of  the  money  from  the  other  country  from  the  multilat- 
eral to  the  bilateral  aid,  and  three,  reducing  our  influence  in  these 
institutions. 

Mr.  Yates.  Thank  you. 

middle  EAST  BANK 

Mr.  Callahan.  Mr.  Secretary,  with  respect  to  the  proposed  Mid- 
dle East  Bank,  I  guess  my  advice  to  you  is  to  tell  the  proponents 
of  the  new  Middle  East  Bank  to  not  buy  any  of  those  teller's  green 
eye-shades  yet  if  they  are  talking  about  the  United  States'  con- 
tribution being  the  paramount  motivating  factor  in  the  establish- 
ment of  this  bank. 

We  are  spending  in  excess  of  $5  billion,  we  only  have  $11.5  bil- 
lion or  somewhere  in  there.  If  you  eliminate  the  export  enhance- 
ment portions  of  our  bill,  we  are  spending  about  60  percent  of  our 
money  in  the  Middle  East  now.  Congressman  Wilson  tells  me  that 
he  visited  Israel  lately  and  that  he  couldn't  sleep  for  the  jack- 
hammers  at  night  because  of  construction — the  economy  there  is 
flourishing. 

So  since  we  are  contributing  $6  billion  towards  the  betterment 
of  peace  in  the  Middle  East,  and  every  time  someone  goes  abroad, 
they  make  another  promise  or  another  commitment  or  another  obli- 
gation— the  Secretary  of  Defense  went  to  Jordan  and  committed 
$200  million  of  our  money. 

The  President  recently  went  to  Israel  after  his  brilliant  perform- 
ance of  calling  all  the  nations  together  and  emphasizing  our  sup- 
port for  Israel,  he  let  them  leave  the  room  and  then  he  got  on  tele- 
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vision  and  said  here  is  another  $100  milHon.  And  then  they  call  us 
and  say,  find  it. 

So  we  are  going  to  have  to  decide  if  we  are  going  to  try  to  enlarge 
the  pie  of  our  contributions  to  the  Middle  East  by  the  creation  of 
this  bank,  or  do  you  want  us  to  take  it  out  of  some  of  the  existing 
share  of  the  pie? 

Wouldn't  you  think  that  if  it  is  that  important  that  we  ought  to 
take  it  out  of  the  economic  support  portion  of  our  budget?  Or  are 
we  trying  to  increase  the  size  of  the  share  for  the  Middle  East 
peace. 

Secretary  RUBIN.  What  we  did  on  the  entire  requests,  all  I  have 
addressed  are  the  multilateral  development  banks  and  the  ESAF, 
which  is  IMF,  but  what  we  did  was  sit  down  with  the  State  De- 
partment and  put  another,  a  total  package,  so  it  is  our  view  that 
Egypt  and  Israel  aid,  which  is  something  that  Secretary  Chris- 
topher can  speak  to  and  I  really  can't,  should  be  done  on  the  levels 
that  we  have  recommended  and  then  we  have  asked  for,  roughly, 
$52  million  for  the  Middle  East  Development  Bank  and  that  is  a 
separate,  in  our  judgment,  distinct  initiative  with  respect  to  the 
Middle  East  peace  from  the  aid  that  you  are  referring  to. 

Mr.  Callahan.  Well,  I  think  that  as  far  as  I  am  concerned,  we 
have  a  long  way  to  go  with  respect  to  establishing  priorities,  and 
my  feeling  is  that  these  issues  must  be  addressed  if  we  are  going 
to  create  a  bank — and  I  am  not  at  all  convinced  of  the  necessity 
of  it.  I  am  sure  it  would  be  nice  and  I  am  sure  it  would  be  accom- 
modating to  the  Middle  East,  but  to  justify — and  I  don't  know  if 
you  answered  it  or  not  as  to  whether  or  not  Iraq  and  Iran  could 
participate. 

As  I  understand  it,  any  Nation  who  wanted  to  make  a  contribu- 
tion, if  they  would  sign  some  paper  would  be  participating.  Is  that 
correct? 

Mr.  LiPTON.  Countries  in  general,  countries  could  participate  as 
contributors.  They  would  have  to,  of  course,  agree  to.  A,  abide  by 
all  of  the  terms  of  the  materials  of  agreement.  Those  are  two  coun- 
tries  

Mr.  Callahan.  Could  Iran  and  Iraq? 

Mr.  LiPTON.  They  would  never  become  recipients  of  the  bank. 

Mr.  Callahan.  Why  would  they  be  a  recipient  donor  if  they 
couldn't  be  a  part  of  it? 

Mr.  LiPTON.  They  may  choose  to  not  join  for  that  reason.  But 
only  countries  that  will  be  recipients  will  be  those  that  were  part 
of  the  peace  process  in  the  region. 

Mr.  Callahan.  So  it  is  hooked  to  the  peace  process? 

Mr.  LiPTON.  Right  now  it  is  hooked  to  the  peace  process. 

Mr.  Callahan.  So  it  is  part  of  the  peace  process? 

Mr.  LiPTON.  In  that  sense. 

Mr.  Wilson.  Would  you  yield,  Mr.  Chairman? 

I  don't  know — I  was  in  Egypt  recently  and  I  heard  some  talk 
about  this  because  the  United  States  Embassy  was  making  the 
point  to  President  Mubarak,  and  a  valid  one,  that  certainly  there 
should  not  be  any,  for  instance,  boycott  against  Israel,  such  things 
as  that  would  have  to  be  solved. 

Secretary  RuBlN.  Well,  that,  as  you  know,  in  the  agreement  you 
have  to  sign  up  saying  you — ^you  have  to  agree  to  no  boycotts  of 
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other  nations  in  the  region,  the  language  has  not  been  fully  nego- 
tiated. 

Mr.  Wilson.  It  just  seemed  to  me — I  can  see  it  coming  here — it 
would  seem  to  me  that  if  we  could  get  language  in  there  in  the  by- 
laws saying,  for  instance,  that  a  designated  terrorist  country  would 
not  be  eligible,  that  would  take  out  Iran,  Iraq,  Libya. 

Secretary  RUBIN.  To  be  a  donor  or  recipient,  as  I  understand  it, 
you  have  to  be  a  part  of  the  peace  process. 

Mr.  Wilson.  I  don't  think  so,  but  Saudi  Arabia  is  not  a  part  of 
the  peace  process,  Kuwait  is  not. 

Secretary  RUBIN.  Let  us  get  back  to  you  on  the  question  that  you 
are  raising.  I  think  you  are  raising  a  legitimate  question. 

One  thing  is  sure,  if  you  going  to  sign  up,  you  have  to  agree  to 
these  principles.  And  one  of  the  principles  is  that  you  are  not  par- 
ticipating in  any  boycott.  And  as  you  say — the  exact  language  has 
not  been  worked  out  with  President  Mubarak  and  Egypt,  you  are 
correct 

Mr.  Wilson.  I  think  Egypt  is  not  a  problem,  but  Iran  and  Ku- 
wait. 

Mr.  Callahan.  We  asked  these  questions  to  your  staff  but  they 
have  not  responded  to  us.  I  think  you  could  possibly  encourage 
them  to  be  a  little  bit  more  responsive  and  I  believe  we  wouldn't 
have  to  have  these  types  of  questions  occurring  in  these  types  of 
hearings. 

Secretary  Rubin.  We  are  delighted  to  have  the  hearing  and  we 
are  delighted  to  have  the  questions.  We  will  get  back  to  you  on 
that. 

[The  information  follows:] 

Middle  East  Development  Bank 

The  four  core  parties  in  the  Middle  East  peace  process,  Egypt,  Israel,  Jordan,  and 
the  Palestinians,  have  made  enormous  progress  in  creating  the  political  conditions 
necessary  to  achieve  peace  in  the  region.  The  aim  of  the  Bank  is  to  help  establish 
the  economic  environment  to  support  and  enhance  this  peace  process.  Specifically, 
the  Bank  can  provide  loans,  guarantees,  equity  investments,  and  technical  assist- 
ance to  private  sector  enterprises,  for  the  privatization  of  state-owned  enterprises, 
and/or  for  cross-border  infrastructure  projects.  The  Bank  is  designed  to  meet  needs 
in  the  region  that  are  not  adequately  addressed  through  existing  bilateral  or  multi- 
lateral programs. 

JUSTIFICATION  FOR  THE  BANK 

The  specific  focus  of  the  Middle  East  Development  Bank  is  three-fold:  to  assist 
the  private  sector,  to  aid  in  the  privatization  of  state-owned  enterprises,  and  to  fi- 
nance cross-border  projects.  To  achieve  its  objectives,  the  Bank  has  a  range  of  finan- 
cial authorities,  including  direct  lending,  guarantees,  equity,  and  technical  assist- 
ance, that  will  enable  it  to  efiectively  meet  the  needs  of  the  region. 

The  Middle  East  Development  Bank  differs  from  existing  lending  programs,  such 
as  the  World  Bank,  in  several  fundamental  ways.  Not  least  of  these  is  country  eligi- 
bility. The  Palestinians  are  not  members  of  the  World  Bank/IMF;  the  Bank's  assist- 
ance is  limited  to  donor  coordination  and  IBRD  net  income  transfers  to  the  Palestin- 
ian Authority.  Flows  are  correspondingly  limited,  and  no  market  rate  financing  ex- 
ists for  private  sector  development. 

Israel,  on  the  other  hand,  is  a  member  of  the  International  Financial  Institutions 
but  does  not  borrow  from  the  World  Bank.  Israel  has  an  active  private  sector,  with 
a  growing  stock  market.  The  Government  of  Israel  has  successfully  borrowed  on  the 
international  capital  markets,  with  and  without  the  guarantee  of  the  United  States. 
What  Israel  has  not  accomplished  is  the  design  and  finance  of  cross-border  projects 
in  key  sectors,  such  as  water,  electricity,  and  transportation,  designed  to  promote 
economic  cooperation  with  its  neighbors.  The  institutional  risks  and  complexities  of 
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such  projects  make  attracting  private  finance  difiicult.  Similarly,  most  development 
assistance  is  geared  explicitly  towards  the  needs  of  individual  borrowing  countries, 
and  is  not  geared  towards  cross-border  investment.  The  participation  of  the  Middle 
East  Development  Bank  in  such  projects  will  help  to  facilitate  private  sector  invest- 
ment. 

The  Bank's  range  of  financial  authorities  also  set  the  Middle  East  Development 
Bank  apart  from  other  lending  programs.  The  Middle  East  Development  Bank  com- 
bines elements  of  the  World  Bank,  the  Multilateral  Investment  Guarantee  Agency, 
and  the  International  Finance  Corporation.  Combined  with  its  presence  in  the  re- 
gion, the  Bank  will  be  able  to  meet  the  needs  of  the  region  in  an  agile  and  respon- 
sive manner.  The  Bank  will  also  help  create  the  conditions,  through  direct  participa- 
tion with  private  sector  firms  and  through  encouraging  regulatory  reform  to  facili- 
tate private  sector  development,  that  will  encourage  the  growth  of  the  region's  pri- 
vate sector. 

MEMBERSHIP  CRITERIA 

The  Administration  believes  the  Middle  East  Development  Bank  will  become  a 
central  component  of  the  efforts  towards  regional  peace  and  economic  cooperation. 
As  a  component  of  the  peace  process,  however,  the  U.S.  has  ensured  that  member- 
ship in  the  Bank  would  be  reserved  for  those  that  were  truly  part  of  the  historic 
efforts  underway  in  the  region  towards  peace.  - 

Conditions  for  membership  are  written  into  the  Bank's  basic  documents.  Specifi- 
cally, members  must  be  committed  to  "achieving  a  comprehensive  peace  in  the  Mid- 
dle East  and  supporting  the  peace  process  begun  at  Madrid  in  1991."  Members  are 
also  required  to  commit  to  "promoting  economic  cooperation  within  the  region,  in- 
cluding trade  liberalization  and  the  removal  of  trade  barriers  and  restrictions  .  .  ." 
and  agree  to  cease  to  participate  in  politically  motivated  barriers  and  restrictions 
to  economic  cooperation,  including  boycotts. 

The  Middle  East  Development  Bank  is  an  institution  for  the  promotion  of  regional 
peace.  Countries  such  as  Iran,  Iraq  and  Libya  clearly  have  no  place  in  this  Band, 
and  would  not  agree  to  the  political  conditions  on  membership.  In  the  future,  some 
Bank  members  might  wish  to  see  such  terrorist  countries  become  members  of  the 
Bank;  membership  could  be  seen  as  an  incentive  to  participate  more  closely  in  re- 
gional peace  efforts.  Nonetheless,  the  U.S.  with  a  21%  share,  has  the  unilateral 
power  under  the  Bank's  Charter  to  block  new  membership  applications. 

Several  Gulf  countries  have  participated  in  the  Bank  negotiations,  and  we  encour- 
age the  participation  of  the  Gulf  in  the  Bank  as  soon  as  possible.  Of  course,  these 
countries  would  need  to  subscribe  to  the  Bank's  specific  commitments  to  comprehen- 
sive peace,  and  their  parliaments  would  be  required  to  ratify  the  Agreement. We  are 
hopeful  that  a  few  of  the  Gulf  countries,  particularly  those  with  warmer  relations 
with  Israel  and  growing  regional  trade  interests,  can  be  convinced  to  join  the  Bank 
in  the  near  future.  We  believe  that  others,  however,  intend  to  postpone  membership 
until  a  peace  between  Israel,  Syria,  and  Lebanon  has  been  achieved. 

The  prospective  members  of  the  Bank,  ".  .  .  hope  that  additional  regional  mem- 
bers associated  with  the  Middle  East  peace  process,  in  particular  Syria  and  Leb- 
anon, wdll  soon  be  in  a  position  to  join  the  Bank."  Unfortunately,  Syria  and  Leb- 
anon, like  Iraq,  Iran,  and  Libya,  have  not  attended  negotiations  on  the  bank.  If  and 
when  these  countries  express  interest  in  joining  the  Bank,  the  U.S.  will  retain  the 
right  to  veto  their  membership  applications,  as  noted  above. 

STRUCTURE  AND  POLICIES  OF  THE  BANK 

The  Bank  has  been  designed  to  be  "lean  and  mean,"  and  to  resemble  a  merchant 
bank  in  both  organization  and  function.  It  is  expected  that  the  staff"  of  the  Bank 
will  be  limited,  with  an  emphasis  on  outsourcing  and  co-financing.  The  headquarters 
of  the  bank  will  be  located  in  Cairo,  Egypt.  However,  the  bank  will  have  a  non-resi- 
dent Board  of  Directors  to  keep  management  costs  down. 

The  Bank  will  also  contain  a  policy  "Forum,"  modeled  on  the  Organization  for 
Economic  Cooperation  and  Development  (OECD).  The  Forum  is  designed  to  promote 
economic  policy  coordination  in  the  region,  and  to  assist  the  regional  members  in 
integrating  their  respective  economies  into  the  global  economy.  The  Forum  will 
sponsor  discussion  of  specific  policy  measures  and  priorities  necessary  to  stimulate 
trade  and  investment,  and  create  an  environment  conductive  to  entrepreneurial  ac- 
tivity. 

Many  of  the  innovations  and  reforms  that  the  U.S.  has  promoted  in  other  multi- 
lateral development  banks  have  been  incorporated  directly  in  the  Bank's  Charter. 
For  example,  the  Bank  has  a  specific  environmental  mandate;  it  will  institute  ap- 
propriate environmental  impact  assessment  procedures  and  report  annually  on  the 
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environmental  impact  of  its  activities.  The  Bank  is  also  mandated  to  ensure  full  dis- 
closure of  all  non-confidential  information  and,  as  appropriate,  to  provide  for  con- 
sultation and  participation  with  local  communities  throughout  the  project  cycle. 

CAPITAL  SHARE 

At  twenty-one  percent,  the  United  States  will  have  the  largest  share  of  the  capital 
stock  of  the  Bank,  and  will  hold  veto  power  over  key  policy  decisions,  such  as  the 
admittance  of  new  members,  and  changes  to  the  Bank's  Charter.  The  original  pro- 
ponents of  the  Bank  will  each  hold  four  percent.  Japan  will  be  the  second  largest 
shareholder,  at  nine  and  one  half  percent.  Recognizing  its  role  as  Middle  East  peace 
process  co-sponsor,  Russia  will  be  the  largest  European  shareholder,  while  Italy  will 
be  the  largest  shareholder  in  the  European  Union.  A  block  of  shares  has  been  left 
unallocated  to  provide  for  the  eventual  participation  in  the  Bank  of  other  regional 
participants  in  the  peace  process,  as  well  as  other  non-regional  supporters. 

STATUS  OF  NEGOTIATIONS 

The  Bank  is  the  result  of  an  historic  joint  proposal  made  by  Egypt,  Israel,  Jordan, 
and  the  Palestinians  in  the  Fall  of  1994.  Under  U.S.  leadership,  a  multilateral  Task 
Force  on  Financing  Institutions  for  the  Middle  East  and  North  Africa  engaged  in 
an  intensive  work  program  beginning  in  January  1995  to  discuss  the  regional  pro- 
posal. Based  on  the  work  of  the  Task  Force,  the  participants  in  Amman  Economic 
Summit  of  October  1995  endorsed  the  creation  of  the  Bank. 

Negotiations  on  the  Agreement  Establishing  the  Bank  for  Economic  Cooperation 
and  Development  in  the  Middle  East  and  North  Africa  have  now  been  successfully 
concluded.  The  United  States,  which  has  served  as  Secretariat  to  the  Task  Force, 
has  presented  the  Agreement  to  the  prospective  members  for  formal  acceptance  on 
a  no  objection  basis.  Absent  objection,  the  United  States  will  send  the  appropriate 
documentation  to  the  Secretary  General  of  the  United  Nations,  as  Depositary,  no 
later  than  May  31,  1996.  The  Agreement  will  then  be  opened  for  signature  and  for 
the  deposit  of  Instruments  of  Ratification. 

The  Bank  is  expected  to  enter  into  force  in  mid- 1997.  Prior  to  this  date,  a  transi- 
tion team,  under  U.S.  leadership,  will  be  headquartered  in  Cairo.  The  objective  of 
the  team  will  be  to  prepare  key  policy  documents,  and  commence  early  project  iden- 
tification, so  that  the  Bank  can  begin  full-scale  operations  as  soon  as  it  is  legally 
prepared  to  open  its  doors. 

HAITI 

Mr.  Callahan.  I  think  we  have  talked  privately  about  Haiti  and 
the  administration's,  and  the  banks  as  well,  taking  the  attitude 
that  Haiti  is  the  gem  of  the  Caribbean  and  the  gem  of  this  admin- 
istration's foreign  policy  successes. 

I  have  not  been  to  Haiti,  but  I  did  send  Mr.  Flickner  down  there 
to  look  it  over.  But  I  am  just  concerned  about  Haiti. 

And  I  am  concerned  about  the  fact  not  only  of  the  human  rights 
violations  that  are  taking  place  there,  the  murdering  of  people  and 
the  lack  of  response  to  our  requests — and  yet  we  are  putting  all  of 
our  eggs  for  Latin  America  or  this  hemisphere  in  Haiti's  basket.  In 
my  opinion,  this  is  not  going  to  fly.  I  am  concerned  about  that. 

Secretary  RUBIN.  Mr.  Chairman,  I  am  not  an  expert  in  Haiti  but 
I  think  it  would  be  fair  to  say  that  in  terms  of  Latin  America  as 
a  whole,  we  have  had  enormous  focus  on  Mexico  and  trying  to  help 
Argentina  and  Brazil  as  they  work  through  32  reform  programs 

Mr.  Callahan.  We  don't  want  to  get  into  that  Mexico  deal. 

Secretary  RUBIN.  I  think  that  has  worked  quite  well  actually,  but 
that  is  a  slightly  different  issue. 

While  I  think  what  we  are  doing  in  Haiti  is  extremely  important, 
it  is  a  small  piece  of  a  much  larger  and  I  think  very  successful  ef- 
fort in  Latin  America.  As  I  said,  having  spent  a  fair  bit  of  time 
with  these  countries,  there  is  really  a  movement  to  a  new  consen- 
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sus  around  marked-based  approaches  to  economic  issues,  I  think  it 
is  working  very  effectively. 

Mr.  Callahan.  We  support  that,  but  I  am  saying  that  too  much 
emphasis  is  being  placed  on  support  for  Haiti,  with  very  little  re- 
sults. And  that  is  a  concern.  I  mean,  we  are  beginning  to  feel  as 
if  the  only  mission  that  we  have  in  Latin  America  or  in  this  hemi- 
sphere is  Haiti. 

Now,  we  have  had  to  request,  and  the  administration  has  been 
somewhat  responsive,  that  they  reprioritize  the  monies  that  are 
available  and  that  they  not  put  95  percent  of  it  in  Haiti.  That  they 
recognize  there  are  other  needs  in  this  hemisphere  as  well.  I  am 
concerned  about  that. 

The  fund  for  special  operations,  the  $350  million,  are  they  going 
to  give  that  to  Haiti  this  year,  or  do  you  know? 

Secretary  Rubin.  The  FSO,  yes,  the  IDB  soft  window. 

Mr.  LiPTON.  The  IFIS  have  provided  loans  to  Haiti  in  the  past. 
At  present,  there  is  a  kind  of  a  hold  in  both  bilateral  and  IFI  sup- 
port for  Haiti,  waiting  to  see  whether  Haiti  will  get  a  grip  on  their 
finances  which  have  been  slipping  somewhat  since  the  fall  of  last 
year. 

The  IMF  is  either  on  his  way  or  in  Haiti  right  now,  and  it  has 
been  made  clear  to  the  Haitians  that  there  has  got  to  be  progress 
on  a  broad  range  of  issues.  Getting  the  budget  under  control  is 
their  highest  priority.  But  also  moving  ahead  on  structural  re- 
forms, and  importantly,  privatization. 

The  good  case  scenario  would  be  that  Haiti  gets  a  grip  on  its  fi- 
nances and  the  various  donors  provide  support  for  that.  The  IMF, 
the  World  Bank  and  the  FSO  would  all  be  involved  in  that.  The 
Haitians  appreciate  that  there  are  resources  that  they  could  have 
access  to.  But  it  has  been  made  clear  to  them  what  the  requisites 
will  be. 

Mr.  Callahan.  Well,  we  don't  need  to  get  totally  into  this  today, 
but  the  only  economic  progress  that  Haiti  has  made  has  been  the 
military  spending  money  down  there.  Without  that,  they  are  going 
downhill. 

On  human  rights,  they  are  murdering  people  under  the  guise  of 
police  activity.  They  are  saying  that  these  people  were  rioting  or 
were  participating  in  some  type  of  uproar,  and  yet  all  six  or  seven 
of  them  who  were  killed  were  killed  in  their  bedrooms,  shot  in  the 
back  of  the  head.  And  when  we  question  that,  they  simply  say  they 
have  transferred  the  people  responsible  for  those  killings  to  other 
areas  of  government. 

Unemployment  is  80  percent  there  now.  They  had  10  industries 
they  were  going  to  privatize,  none  of  them  have  been  privatized.  No 
progress  is  being  made.  And  yet  we  continue  to  recommend  that 
more  and  more  millions  of  our  monies  available  for  this  hemisphere 
be  dumped  into  Haiti. 

And  I  can't  see  progress,  staff  can't  see  progress  at  this  point. 
Ms.  Pelosi  and  I  have  talked  about  fljdng  down  there  to  take  a  look 
for  ourselves  at  the  Haiti  situation.  But  we  are  concerned  about  the 
lack  of  progress  and  the  dollars  that  are  being  dumped  in  there 
and  the  only  significant  benefit  so  far  that  we  can  see  is  that  the 
GNP  has  gone  up  somewhat  simply  because  of  the  fact  that  the 
military  was  there.  You  discount  that,  it  has  gone  down. 
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So  I  am  concerned  about  Haiti,  and  I  think  that  you  all  are  going 
to  have  to  take  a  harder  look  at  that,  too.  Do  what  you  can  for 
Haiti,  but  that  is  not  our  number  one  priority  in  this  hemisphere. 

Mr.  LiPTON.  I  hear  your  message,  Mr.  Chairman.  We  agree.  We 
are  very  concerned  about  both  the  human  rights  and  the  economic 
situation.  And  as  I  say,  the  message  has  been  sent,  including  from 
our  government  to  the  Haitian  Government  when  the  President  of 
Haiti  was  visiting,  that  we  want  to  see  action  on  economic  issues 
in  order  for  there  to  be  further  support  from  the  international  fi- 
nancial institutions. 

Deputy  Secretary  Summers  and  I  are  hoping  to  take  a  trip  to 
Haiti  in  early  May  in  order  to  see  where  this  stands  so  that  we 
ourselves  have  a  very  fresh  view  of  the  situation. 

Ms.  Pelosi.  Mr.  Chairman. 

Mr.  Callahan.  Yes. 

Ms.  Pelosl  If  I  just  may,  on  the  subject  of  Haiti,  weigh  in  for 
a  moment. 

The  Chairman  very  correctly  points  out  that  we  have  a  long  way 
to  go  as  far  as  Haiti  is  concerned.  However,  I  think  we  have  to  put 
on  the  record  also  that  there  have  been  considerable  successes,  as 
the  Secretary  has  alluded  to.  I  think  that  the  Clinton  Administra- 
tion is  to  be  commended  for  the  successes  that  they  have  had  there. 

We  have  to  remember  that  before  the  President  was  elected,  it 
was  costing  us  a  million  dollars  a  day  to  deal  with  the  refugees 
coming  to  our  shores.  We  don't  have  that  problem  now.  Certainly 
we  want  privatization  to  go  at  a  more  rapid  rate.  We  want  human 
rights  violations  eliminated  wherever  they  are,  on  the  right,  on  the 
left,  or  wherever.  And  we  certainly  want  democratic  institutions  to 
be  stronger  there. 

But,  that  is  not  to  say  that  there  haven't  been  successes.  I  think 
that  we  are  going  very  much  in  the  right  direction  with  the  Admin- 
istration's policies.  And,  yes,  it  would  be  important,  I  think,  for  our 
committee  to  visit  there  to  see  what  is  working  and  why  this 
money  is  important. 

And  I  also  wanted  to  point  out  that  the  FSO  money,  Mr.  Chair- 
man, as  you  know  better  than  I,  is  for  many  other  countries,  the 
poorest  of  the  poor  countries  in  Latin  America.  It  is  important  for 
us  to  get  into  the  place  that  Secretary  Lipton  was  talking  about, 
where  we  can  attract  other  kinds  of  investment  as  well. 

The  FSO  money  is  very  critically  important.  I  hope  that  in  mak- 
ing judgments  about  where  some  of  the  lack  of  success  is,  we  do 
not  pull  the  plug  on  some  of  the  other  opportunities. 

Mr.  Callahan.  Let  me  correct  myself  and  inform  the  gentle- 
woman, let  the  record  reflect  that  I  and  this  committee  want  to 
praise  the  Clinton  administration  for  the  successes  they  have  had 
in  Haiti,  but  that  it  is  very  apparent  to  us  that  we  don't  see  any 
successes. 

Ms.  Pelosl  We  must  always  be  dissatisfied  and  want  for  more 
improvement,  and  certainly  there  is  plenty  room  for  improvement 
there,  but  that  is  not  to  say  there  has  been  none.  As  you  know,  it 
was  costing  us  about  $250  million  for  the  military  to  be  there.  We 
are  spending  a  million  dollars  a  day  on  refugees,  that  is  over  $360 
million  per  year,  so  I  think  that  we  have  some  savings  even. 
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Mr.  Callahan,  The  military  cost  of  our  involvement  in  Haiti  is 
around  $2.2  billion,  and  that  is  the  question.  We  have  pumped  $2.2 
billion  in  there  to  establish  democracy.  We  have  thrown  out  the 
bad  guys  and  put  the  good  guys  in  and  now  we  find  that  the  good 
guys  are  doing  what  the  bad  guys  were  doing,  but  we  spent  $2.2 
billion  in  that  process. 

Ms.  Pelosl  Well,  they  are  coming  home  now. 

Mr.  Callahan.  The  only  economic  success  of  the  venture  is  our 
money  that  is  being  spent. 

Ms.  Pelosl  Well,  we  should  go  down  there,  Mr.  Chairman,  and 
see  for  ourselves. 

Secretary  RUBIN.  I  would  add  one  other  thing.  I  think,  Mr. 
Chairman,  there  is  no  question  there  are  real  issues,  and  my  un- 
derstanding is  that  Summers  and  David  Lipton  are  going  down.  We 
have  an  interest  in  not  allowing  Haiti  to  fall  back  into  what  it  was 
3  years  ago.  Abandonment  can't  be  serving  our  long-term  interests 
there.  None  of  these  are  easy  issues,  as  you  correctly  observed. 

Ms.  Pelosl  One  more  thing,  Mr.  Chairman.  I  was  very  pleased 
that  you  associated  yourself  with  my  concern  about  the  prison 
labor  and  military  uses  of  perhaps  some  IDA  funds  and  an  inde- 
pendent investigation  of  that. 

I  hope  you  will  also  join  in  the  support  for  the  Clinton  Adminis- 
tration in  rejecting  certain  initiatives.  Some  of  us  in  trying  to  im- 
prove human  rights  have  said  that  we  should  use  multilateral  fora 
for  this,  and  they  are  therefore  moving  on  a  Human  Rights  Com- 
mission resolution  in  Geneva  now. 

I  would  hope  that  our  committee  would  support  the  initiative  of 
the  Administration  in  a  multilateral  forum  that  is  designed  de- 
signed to  promote  human  rights.  I  think  it  would  be  very  important 
if  you  would  do  that  as  well. 

Mr.  Yates.  And  support  her  on  Haiti,  Mr.  Chairman. 

Ms.  Pelosl  I  think  if  the  administration  is  going  to  put  its  rep- 
utation out  there  in  a  multilateral  forum  to  do  this,  it  can't  be  half- 
hearted. It  has  to  have  the  full  support  of  the  Administration  and 
of  the  Congress.  We  can't  just  say,  well,  let's  not  do  this  bilaterally, 
we  will  move  on  to  a  multilateral  solution  and  then  when  we  get 
there  be  halfhearted.  We  can't  just  say  these  things  to  get  through 
the  day. 

I  know  Mr.  Wolf  shares  my  concern  on  this.  Unfortunately,  he 
could  not  be  here  with  us  today.  We  are  all  having  our  other  appro- 
priations hearings  at  the  same  time. 

AFRICAN  development  BANK 

Mr.  Knollenberg.  I  want  to  come  back,  Mr.  Secretary,  to  look- 
ing at  the  AFDB. 

Is  there  anything  within  what  you  know  the  AFDB  does  that 
could  possibly  be  duplicated  by  AID  or  some  bilateral  or  private  ini- 
tiative? 

Are  we  scrutinizing  what  we  are  doing  here  to  assure  that  there 
won't  be  the  same  effort  being  made  via  some  other  group? 

Secretary  Rubin.  You  mean  duplication? 

Mr.  Knollenberg.  Yes. 
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Secretary  Rubin.  Well,  when  you  say  assured — I  don't  think — I 
am  not  quite  sure  I  get  your  point.  You  mean,  multiple  funding  of 
the  same  project?  Let  me  put  it  slightly  differently 

Mr.  Knollenberg.  It  seems  to  me  when  I  look  down  the  list  of 
activities  that  AID  is  involved  in,  at  least  by  title,  it  seems  that  it 
is  very  difficult  for  me  to  determine  if  that  isn't  perhaps  duplicated 
already  elsewhere.  Is  this  kind  of  scrutiny  is  applied  in  your  case 
to  make  sure  that  one  agency  isn't  doing  the  work  of  another? 

Secretary  Rubin.  Well,  as  far  as  I  know,  that  is  an  issue  that  I 
must  say  I  haven't  had  to  face  since  I  have  been  here.  But  I  don't 
think — I  haven't  heard  anybody  assert  that  AID  and  the  Multilat- 
eral Development  Banks  may  be  overlapping  or  duplicating. 

Mr.  Knollenberg.  Let's  look  at  the  private  sector  possibilities. 
Is  there  an3rthing  that  you  are  aware  of  that  would  be  a  private 
sector  initiative  that  might  be  duplicating? 

Secretary  Rubin.  Oh,  no.  I  think  what  has  happened,  and  I  think 
it  is  very  constructive  in  these  development  banks  and  I  do  think 
the  United  States  has  played  a  very  big  role  in  this  happening,  is 
that — that  is  a  very  good  question. 

And  that  actually  some  years  ago  was  one  of  our  prime  reform 
thrusts  in  these  development  banks — was  that  the  development 
banks  were  funding  projects  that  we  believed  could  be  funded  by 
the  private  sector,  and  that  didn't  seem  to  make  any  sense.  And 
so  what  we  did  was  to  push  in  these  institutions,  the  World  Bank 
and  others,  to  do  the  kinds  of  things  the  private  sector  would  not 
do  and  to  create  the  environment  in  which  the  private  sector  could 
function  more  effectively. 

Mr.  Knollenberg.  What  does  the  African  Fund  do  that  USAID 
or  IDA  doesn't  do? 

AFRICAN  development  FUND 

Secretary  RuBlN.  The  African  Development  Fund  provides 
concessional  loans  to  African  countries.  I  think  the  difference,  at 
least  this  is  my  view,  and  we  will  see  if  David  has  a  similar  or  sup- 
plemental view,  is  that  the  African  Development  Bank  is  staffed 
primarily  by  Africans  and  it  has  a  local  expertise  and  local  focus, 
which  seems  to  me,  does  give  it  a  somewhat  different — it  is  a  dif- 
ferent expertise,  and  it  is  very  much  a  regional  expertise. 

And  I  think  in  that  sense  it  is  a  little  different  than  IDA.  And 
IDA  brings  too  its  analysis  it  has  from  its  worldwide  activities. 
They  bring  somewhat  different  strengths  to  the  same  issue.  That 
is,  I  guess,  one  way  of  describing  it. 

Mr.  Knollenberg.  One  of  the  reasons  I  raise  this  question  is  my 
concern  over  the  50  million  that  we  contribute  of  which  we  lose 
control,  how  do  we  know  that  those  monies  are  not  being  used  in 
some  duplicative  fashion  is  the  concern  that  I  have? 

Secretary  Rubin.  I  think  it  is  a  legitimate  point  that  you  are 
raising.  I  have  never  heard  people  assert  that  there  is  a  duplication 
problem.  I  think  the  question  of  why  you  have  regional  banks,  why 
not  just  have  it  all  done  in  IDA,  is  a  question 

Mr.  Knollenberg.  I  am  not  saying  that  we  shouldn't  have  both. 
I  am  just  wondering  if  there  is,  in  your  judgment  or  scrutiny,  any 
possibility  of  duplication? 
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Secretary  RUBIN.  We  have  a  group  at  the  Treasury  that  is  in- 
volved in  all  of  these  activities,  and  of  course  they  also  work  with 
the  people  at  AID.  There  is  a  specialization  in  terms  of  the  over- 
sight of  the  United  States  Government  in  a  group  that  is  headed 
by  Lionel  Johnson  in  the  Treasury  Department. 

And  I  would  think  that  that  centralization  within  Treasury, 
which  covers  IDA,  but  also  all  of  the  regional  banks,  should  be  re- 
sponsive to  the  question  of  duplication  there.  And  since  they  work 
with  the  people  at  AID,  I  would  think  that  would  cover  the  overall 
question. 

Mr.  LiPTON.  Congressman,  if  I  could  add,  this  is  an  issue  we  are 
concerned  with.  There  are  two  kinds  of  collaboration  that  we  have 
been  trying  to  encourage.  One  is  that  we  put  different  Multilateral 
Development  Banks  in  touch  with  each  so  that  they  coordinate 
their  efforts  to  make  sure  that  each  is  acting  where  it  has  a  com- 
parative advantage.  And  this  is  true  between  the  World  Bank  and 
the  African  Development  Bank,  as  well  as  the  Asian  and  the  other 
development  banks. 

We  have  also  been  encouraging  AID  to  work  exactly  with  the 
World  Bank,  with  it  being  located  here,  to  try  to  combine  efforts 
so  that  AID  can,  with  the  limited  resources  available  to  it,  start  a 
project,  perhaps  get  something  going,  so  that  when  it  gets  to  the 
stage  where  important  and  large  amounts  of  finance  are  required, 
turn  it  over  to  the  World  Bank  to  pick  up  the  ball. 

It  is  a  way  of  us  being  economical  with  AID's  resources,  but  also, 
in  a  sense,  grabbing  the  agenda.  And  it  is  a  way  for  AID  to  try  to 
encourage  the  World  Bank  to  go  into  areas  where  we  as  the  United 
States  have  an  interest 

Mr.  Knollenberg.  Just  a  quick  question.  My  sand  is  still  going. 

Regarding  Bosnia,  I  know  that  the  World  Bank  was  formed  in 
1944  to  take  care  of  war-torn  Europe,  and  I  know  that  the  initia- 
tive in  Bosnia — and  once  again,  I  want  to  preface  my  comment  by 
saying  that  Secretary  Brown  had  every  reason  in  the  world  to  be 
there  and  to  make  that  investigation  of  the  situation. 

My  question  is,  we  know  World  War  II  and  the  aftermath  of  that 
was  decided  on  the  basis  of  unconditional  surrender.  The  war  was 
over.  The  economy  was  not  just  shattered  but  the  countries  were 
shattered,  and  the  World  Bank  was  effective  in  bringing  about  the 
revitalization  of  Europe.  Has  somebody  made  a  determination  that 
the  war  is  over  in  Bosnia  and  that  it  is  okay  to  go  ahead — not  that 
Mr.  Brown  was  moving  in  this  direction,  he  was  making  observa- 
tions and  making  people  aware  of  the  situation  over  there.  But  has 
a  determination  been  made  that  the  war  is  over  and  it  is  okay  now 
to  move  in  and  rebuild  Bosnia  at  this  point? 

Mr.  LiPTON.  Well,  the  three  parties  involved  have  agreed  to  the 
Dayton  Peace  Accord.  It  is  true  that  in  some  measure  and  in  im- 
portant respects,  they  are  not  yet,  certain  parties  are  not  yet  fulfill- 
ing all  of  their  obligations,  we  want  to  see  them  do  that. 

Mr.  Knollenberg.  Before  you  do  any  advance 

Mr.  LiPTON.  Let  me  say  that  we  consider  it  is  an  objective  to 
show  the  people  of  the  different  entities,  the  three  ethnic  groups, 
that  peace  is  better  than  war,  since  they  play  of  course  an  impor- 
tant role  in  maintaining  the  peace.  So  we  want  to  see  economic  re- 
construction and  economic  recovery  begin.  We  want  to  see  people 
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see  palpable  benefits  to  the  laying  down  of  arms,  and  we  always 
have  to  weigh  those  two  objectives. 

At  present,  we  as  bilateral  donors  and  the  IFIs  are  supporting 
the  Federation,  meaning  the  Muslim-Croat  Federation.  At  present, 
there  are  not  U.S.  funds,  there  are  not  IFI  funds  going  to  the  Re- 
public of  Serbia,  the  Bosnian-Serb  entity,  and  we  think  that  is 
proper. 

Clearly,  there  is  right  now  peace  in  Bosnia.  We  want  to  make 
that  peace  hold,  and  we  consider  that  the  reconstruction  and  eco- 
nomic support  will  be  an  important  part  of  that. 

Mr.  PCnollenberg.  Well,  I  think  that  may  be  the  best  answer  we 
can  get.  I  just  don't  want  to  get  the  cart  in  front  of  the  horse.  I 
don't  think  you  do  either. 

Mr.  LiPTON.  No. 

Mr.  Knollenberg.  And  I  would  hope  we  have  come  to  some  clo- 
sure, we  will  come  to  some  closure  on  that  before  we  make  the  de- 
cision to  invest  in  a  huge,  huge  fashion. 

Mr.  LiPTON.  The  amounts  of  money  that  you  may  have  seen  that 
were  pledged  at  the  donors  conference,  are  just  that. 

Mr.  Knollenberg.  One  year? 

Mr.  LiPTON,  Yes,  it  is  a  large  amount  of  money. 

And  the  amounts  of  money  that  are  being  put  in  place  so  far  are 
smaller.  We  want  to  see  that  start  to  rise.  But  we  also  want  to  see 
as  that  process  goes  forward,  that  there  is  continued  peace  and 
that  there  is  full  compliance  with  all  the  terms  of  the  Dayton  Ac- 
cord by  all  the  parties. 

Secretary  RUBIN.  On  the  other  hand,  this  question  of  carts  and 
horses  is  an  interesting  one,  because,  after  all,  if  you  can — and 
David  and  I  have  discussed  this  a  little  bit.  I  am  basically  just 
leveraging  off  of  his  knowledge  of  the  situation.  But  if  can  you  per- 
suade people  in  the  region  that  peace  really  pays  by  showing  that 
it  begins  to  lead  to  economic  development,  then  hopefully  that  can 
have  an  effect  on  bringing  these  warring  parties  together  and 
bringing  real  peace  to  the  region. 

I  think  sometimes  you  have  to  lead  a  little  bit  in  order  to  get  the 
highest  probability  of  getting  where  you  want  to  go.  None  of  this, 
or  very  little  of  this  lends  itself  to  simple,  easy  kinds  of  structures 
or  solutions. 

Mr.  Knollenberg.  I  guess  my  conclusion  is  that  it  is  not  as  easy 
in  Bosnia  as  it  was  in  World  War  II. 

Secretary  RuBlN.  You  are  right.  It  is  a  very  complicated  situa- 
tion. 

Mr.  Callahan.  Mr.  Secretary,  I  want  to  follow  up  on  that,  and 
we  are  going  to  run  out  of  time.  I  am  not  going  to  keep  you  until 
we  go  vote. 

But  following  along  those  lines,  I  am  going  to  have  extensive 
questions  about  Bosnia  and  the  World  Bank  participation  there 
and  how  the  lack  of  contributions  to  the  World  Bank  this  year  by 
the  United  States  can  conceivably  impact  Bosnia. 

You  know,  our  observations  and  the  information  we  have  re- 
ceived is  that  we  have  economically  totally  lost  out  of  the  recon- 
struction efforts  of  Bosnia.  I  mean,  the  French  have  taken  over  the 
airport.  The  Swedes  have  taken  over  the  cellular  telephone  indus- 
try and  potential  there.  And  this  is  not  something  that  I  disco v- 
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ered.  It  was  something  that  was  brought  to  me  by  the  administra- 
tion. And  I  spoke  with  the  Ambassador  from  Croatia  yesterday  and 
we  are  totally  locked  out  of  any  significant  participation  in  the  re- 
construction of  Bosnia. 

Now,  we  are  saying  the  World  Bank  has  some  new  capital  for 
ventures  worldwide,  but  the  United  States  can't  participate  this 
year  in  that.  The  only  thing  we  can  participate  in  is  last  year,  so 
then  we  make  a  direct  contribution  of  $600  million  towards  that  ef- 
fort, yet  we  are  locked  out  of  the  benefit  economically. 

We  talk  about  all  the  jobs  we  create,  and  yet  we  have  allowed 
ourselves  to  become  second  fiddle  with  respect  to  our 
businesspeople  participating  in  any  type  of  significant  reconstruc- 
tion. We  are  going  to  have  to  get  into  that.  I  went  to  Bosnia  and 
when  I  came  back,  I  recommended  to  this  committee  and  to  this 
Congress  that  we  participate  in  the  reconstruction,  the  $6.5  billion 
reconstruction  effort,  and  yet  we  have  just  somehow  or  another  got- 
ten ourselves  lost  in  the  shuffle  of  any  benefits. 

And  I  know  that  Ron  Brown  was  there  and  that  he  was  trying 
to  get  American  businesspeople  to  participate,  but  we  have  lost  out. 
We  have  lost  out  somehow  or  another  politically  in  the  Federation's 
long-term  goals  of  transportation,  of  communications.  That  is  a  con- 
cern. 

I  have  questions  still  on  procurement  of  IDA,  Jordanian  debt  re- 
lief. Some  more  questions  on  the  Middle  East  Bank,  the  African 
Development  Bank,  the  global  environmental  facility,  the  debt  re- 
lief, and  I  am  going  to  submit  those  for  the  record,  but  first,  I  need 
to  recognize  Mr.  Torres. 

Secretary  RUBIN.  I  was  going  to  suggest  we  order  in  lunch. 

Mr.  Callahan.  No,  I  am  going  to  submit  these  questions  and  let 
you  pursue  them  over  your  lunch 

Mr.  Torres.  Thank  you,  Mr.  Chairman. 

WORLD  BANK 

I  will  be  brief.  I  don't  want  to  belabor  the  World  Bank  issue  here. 

Mr.  Secretary,  last  December,  the  President  of  the  World  Bank 
was  here  with  a  number  of  us  in  Congress.  We  handed  him  a  stack 
so  high  of  letters  from  1,200  world  parliamentarians,  including  a 
100  letters  from  Members  of  the  House  and  the  Senate,  providing 
for  six  proposals  that  we  wanted  the  world  Bank  look  at.  Ms.  Pelosi 
was  a  signatory  on  this  side,  as  well  as  Mr.  Boehlert  on  the  other. 

And  we  were  asking  the  World  Bank  to  do  a  better  job  at  their 
projects  for  poverty  reduction,  much  in  the  same  vein  as  you  testi- 
fied this  morning,  what  you  saw  in  Brazil  and  in  the  Philippines 
and  in  India. 

I  am  a  supporter  of  IDA,  and  I  want  to  reiterate  the  importance 
of  the  World  Bank  doing  even  a  better  job  to  ensure  that  the  very 
poor  have  access  to  credit,  to  basic  health  care,  and  that  the  basic 
rights  of  workers  are  protected,  and  I  thought  I  should  convey  that 
to  you. 

Secretary  RuBiN.  We  strongly  agree.  And  while  there  is  always 
more  that  they  can  do,  I  think  you  would  agree  that  they  have 
made  a  move  in  that  direction. 

Mr.  Callahan.  I  would  also  like  to  submit  for  the  record  an  arti- 
cle from  The  New  York  Times  this  morning,  by  Richard  Stevenson, 
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'World  Bank  Gets  Bosnia  Aid  Role."  We  are  meeting  this  afternoon 
with  Ms.  Albright,  so  I  am  sure  we  will  be  able  to  have  some  of 
our  questions  answered. 
[The  information  follows:] 
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World  Bank  Gets  Bosnia  Aid  Role 


clfic  programs.  And  In  recent  weeks 
It  gave  the  go-ahead  to  three  long- 
term  programs  covering  transporta- 
tion, agriculture  and  sewers  and  wa- 
ter supply,  taking  only  a  tew  months 
for  an  approval  process  that  normal- 
ly takes  a  year. 

James  D  WoKensohn.  the  former 
Wall  Street  Investment  banker  who 
became  the  World  Bank's  president 
last  June,  said  that  while  concerns 
about  the  bank's  ability  to  move 
quickly  were  valid,  he  is  trying  to 
make  the  institution  more  nimble 
and  responsive 

"The  institution  has  a  merited  rep- 
utation for  being  long-term  and  bu- 
reaucratic, but  along  with  my  col- 
leagues I'm  trying  to  cut  that  down," 
Mr.  Wolfensohn  said.  "There  is  a 
growmg  and  significant  consensus  In 
this  mstltution  that  we  need  to  move 
more  quickly,  that  we  need  to  have 
greater  accountability  and  that  we 
need  the  capacity  to  do  things  In  an 
urgent  time  frame.  It's  particularly 


a  financial 
institution. 


By  RICHARD  W.  STEVENSON 

WASHINGTON.  April  17  -  As 
they  embark  in  earnest  on  efforts  to 
rebuild  Bosnia,  the  United  States  and 
the  European  Union  have  handed 
over  much  of  the  job  to  the  World 
Bank,  an  institution  widely  criticized 
for  its  slow-movmg  bureaucracy  and 
its  spotty  record  in  similar  pro- 
grams. 

The  bank  played  a  key  role  in 
raising  the  $12  billion  pledged  to  the 
reconstruction  program  for  the  rest 
of  this  year  at  a  conference  this 
weekend  in  Brussels,  Including  more 
than  J200  million  from  the  United 
States. 

Established  in  1944  under  Ameri- 
can leadership  with  its  main  purpose 
the  reconstruction  of  a  war-shat- 
tered Europe,  the  Dank  later  became 
almost  solely  devoted  to  helping  im- 
poverished third-world  countries. 

Now  the  bank  has  taken  on  the 
monumental  role  in  Bosnia  of  over- 
seeing what  is  expected  to  be  J5  1 
billion   of   reconstruction   projects, 

drawing  up  plans  to  rebuild  roads,  

railways,  power  plants,  phone  sys-       a    j    i- 

terns  and  the  other  basic  components     A  dellCate  taSK  for 

of  a  functioning  economy. 

With  its  long  experience  in  the 
world's  poorest  countries,  the  World 
Bank  was  not  a  surprising  choice. 
But  in  Bosnia,  where  war  has  left 
behind  not  just  hatred  but  land 
mines,  millions  of  refugees,  billions 
of  dollars  in  damage  and  a  decimat- 
ed economy,  fhe  job  Is  by  most  meas- 
ures bigger  and  more  critical  than 
any  the  bank  has  previously  taken 
on. 

"I've  been  saying  for  some  time 
that  development  banks  are  to  the 
new  world  order  what  security  or- 
ganizations were  to  the  old,"  said 
Deputy  Treasury  Secretary  Law- 
rence Summers  "The  World  Bank's 
role  in  Bosnia  surely  Illustrates 
that." 

The  bank,  which  is  used  to  taking 
years  to  draw  up  plans  and  then 
waiting  additional  years  for  results, 
must  make  substantial,  visible 
progress  ui  Bosnia  by  the  end  of  the 
year,  when  NATO  troops  are  sched- 
uled to  leave,  or  the  risk  of  war 
resuming  will  be  high.. 

"The  challenge  is  to  move  quickly, 
especially  for  organizations  like  the 
World  Bank  where  time  frames  are 
usually  longer, "  said  William  D 
Montgomery,  the  State  'Depart- 
ment's special  adviser  for  carrying 
out  the  Bosnian  peace  plan. 

By  its  own  standards,  the  bank  has 
moved  quickly  in  Bosnia  It  had 
made  the  only  comprehensive  study 
of  Bosnia's  economic  needs  even  be- 
fore the  peace  accords  were  signed 
last  fall.  It  committed  J150  million  of 
Its  own  funds  to  emergency,  short- 
term  measures  at  the  end  of  Janu- 
ary. It  is  helping  to  match  money 
from  donor  nations,  which  usually 
comes  with  strings  attached,  to  spe- 


important  to  do  that  in  post-conflict 
situations,  buf  we're  also  trying  to  do 
it  generally." 

The  bank  is  already  well  Into  a 
similar  program  in  the  West  Bank 
and  Gaza,  trying  to  create  jobs  and 
economic  hope  there  as  those  regions 
adapt  to  autonomy  from  Israel.  But 
it  has  had  little  success  there,  ana- 
lysts and  some  members  of  the 
bank's  staff  said,  especially  In  Its 
goal  of  creating  jobs.  As  a  result, 
there  are  doubts  about  the  bank's 
ability  to  succeed  in  Bosnia,  where 
the  scale  of  the  problem  is  so  much 
bigger. 

"Put  me  down  as  skeptical,"  said 
Senator  Mitch  McConnell  of  Ken- 
tucky, a  Republican  who  has  raised 
questions  about  whether  the  Ameri- 
can contribution  will  be  used  effec- 
tively "I'm  not  opposed  to  the  World 
Bank.  But  the  World  Bank  is  not 
always  very  effective,  and  it  certain- 
ly hasn't  been  very  effective  In  the 
West  Bank  and  Gaza  multilateral 
effort." 

But  others,  including  senior  bank 
officials,  argue  that  because  the  for- 
mer Yugoslavia  had  a  relatively  ad- 
vanced economy  and  an  educated 
work  force,  Bosnia  has  a  more  solid 
foundation  for  rapid  development 
than  exists  in  Gaza  or  the  West  Bank. 

Another  problem  will  be  financing 
in  Bosnia  While  the  United  States, 
Western  Europe,  Japan,  some  Islam- 
ic countries  and  others  have  pledged 
enough  to  finance  the  programs  that 


bank  deems  essential  for  this  year, 
bank  officials  and  diplomats  said  it  is 
unclear  whether  the  necessary  mon- 
ey will  be  available  in  coming  years. 
For  the  World  Bank  and  lor  other 
international  organizations  playing  « 
big  role  In  Bosnia,  including  the  In- 
ternational Monetary  Fund  and  the 
European  Bank  for  Reconstruction 
and  Development,  there  is  another 
big  issue  at  stake  In  Bosnia.  Their 
efforts  to  bring  stability  and  im- 
proved living  standards  to  the  region 
amount  to  the  biggest  test  yet  of  their 
ability  to  play  the  broader  role  in  the 
economic  side  of  foreign  policy  that 
many  governments,  constrained  by 
budget  and  political  problems  at 
home,  want  them  to  assume. 

"The  real  test  for  the  International 
community  is  whether  it  can  respond 
effectively  enough  Immediately,  and 
in  the  medium  term  to  get  these 
countries  moving  on  a  self-sustaining 
basis,"  Mr.  Wolfensohn  said.  "The 
bank  is  a  front  line  player,  but  the 
bank  cannot  do  it  alone." 

In  Bosnia,  as  In  the  West  Bank  and 
Gaza,  Mr.  Wolfensohn  said,  the 
World  Bank  is  adapting  to  new  re- 
spoiisiblllties  and  pressures.  It  has 
gIveH  Its  managers  who  are  on  the 
scene  much  greater  authority  and 
responsibility  than  ever  before. 
Rather  than  reporting  through  a  bu- 
reaucratic maze,  they  report  to  a 
single  person  at  the  bank's  head- 
quarters In  Washington,  who  In  turn 
reports  to  the  board  Most  important- 
ly, they  can  make  most  decisions  on 
their  own,  Mr.  Wolfensohn  said. 

But  even  as  he  gives  the  bank's 
staff  more  freedom  and  authority,  he 
is  broadening  Its  task.  Instead  of 
concentrating  just  on  the  big  con- 
struction projects  for  which  the  bank 
is  best  known,  he  has  been  promoting 
development  of  programs  intended 
to  create  Jobs  and  contribute  to  so- 
cial stablUty. 

Mr  Wolfensohn  said  a  primary 
goal  of  the  reconstruction  program 
in  Bosnia  should  be  to  create  as 
many  as  300,000  Jobs  through  a  com- 
bination of  public  works  programs 
and  narrowly  targeted  projects  to 
support  small  businesses  and  farm- 
ers, among  others.  In  addition,  he 
called  for  a  program  to  provide 
cheap  materials  plus  a  stipend  to 
people  who  are  willing  to  rebuild 
their  own  homes. 

The  World  Bank,  has  come  under 
increasing  criticism  In  recent  years. 
Critics  contend  that  the  bank  has 
failed  In  its  efforts  to  fight  world 
poverty,  and  that  many  of  its  con- 
struction projects  m  developing  na- 
tions are  environmental  disasters. 

In  Bosnia,  the  bank's  reputation 
has  clearly  been  put  further  at  risk. 
Even  though  he  sees  his  institution 
as  one  of  several  key  players,  Mr 
Wolfensohn  admits,  'It's  there  that 
people  may  bliime  the  bank." 
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Mr.  Callahan.  Mr.  Secretary,  we  appreciate  your  coming.  We  al- 
ways appreciate  your  candidness  and  the  level  of  your  understand- 
ing of  these  international  problems  that  you  are  in  charge  of.  We 
appreciate  the  cooperation  that  we  receive  from  you,  and  we  look 
forward  to  continuing  that. 

And  once  again,  thank  you  for  not  making  such  an  unreasonable 
request  that  we  have  to  tell  you  we  are  going  to  cut  you  20  percent, 
because  we  are  not  this  year.  We  are  going  to  try  to  fulfill  your  re- 
quest. There  is  going  to  be  some  limitations  if  we  fulfill  your  re- 
quest, because  of  budget  constraints,  but  we  will  be  happy  to  work 
with  you  to  decide  the  priorities  of  the  shifting  of  any  lack  of  mon- 
ies that  we  might  have  available. 

Secretary  RUBIN.  Mr.  Chairman,  thank  you. 

And  let  me  say,  this  was  a  very  thoughtful  hearing,  but  you  obvi- 
ously also  have  raised  some  questions  which  are  of  enormous  im- 
portance to  the  future  of  our  country,  and  it  is  very  helpful  to  have 
this  kind  of  dialogue  on  what  are  difficult  and  complicated  issues, 
but  very  important  issues. 

Thank  you,  sir. 

[Questions  and  answers  for  the  record  follow:] 

Questions  for  the  Record  Submitted  by  Chairman  Callahan 

IDA 

Question.  On  page  9  of  your  prepared  testimony,  you  discuss  some  of  the  issues 
I  raised  in  my  opening  statement  regarding  procurement  eligibility  of  American 
companies  for  IDA  projects.  I  think  it  was  a  mistake  to  agree  to  an  Interim  Fund 
that  excludes  American  companies;  it  may  be  less  of  an  incentive  to  pay  our  remain- 
ing IDA  commitments  than  some  of  our  European  friends  believe.  It  ignores  the  bil- 
lions of  dollars  that  American  taxpayers  have  given  IDA  over  the  last  34  years. 

In  the  case  of  Bosnia,  for  instance,  where  I  understand  that  our  European  friends 
have  "sewn  up"  the  construction  (Italy),  telecommunications  (Sweden),  and  aviation 
(France)  sectors,  I  wonder  if  the  IDA  interim  arrangement  will  be  used  permanently 
to  lock  out  American  companies  from  the  former  Yugoslavia. 

How  much  is  the  World  Bank  planning  to  commit  there  over  the  next  few  years? 

How  much  of  that  will  be  through  IDA? 

How  much  of  the  1997  amount  will  be  attributed  to  the  Interim  Trust  Fund  and 
exclude  American  bidders? 

If  necessary,  explain  precisely  how  this  random  selection  of  projects  that  will  be 
barred  to  American  companies  will  work. 

Answer.  The  World  Bank  has  estabUshed  $150  million  Trust  Fund  for  Bosnia  and 
Herzegovina  to  help  jump  start  the  reconstruction  effort.  The  Trust  Fund  is  financed 
from  IBRD  net  income  and  is  administered  by  IDA.  Trust  Fund  projects  are  subject 
to  the  Bank's  regular  procurement  guidelines,  i.e.,  U.S.  companies  are  not  excluded. 

IDA  expects  to  provide  an  additional  $400  million  over  the  next  three  and  one- 
half  years,  with  the  bulk  of  these  commitments  likely  to  be  made  in  1996  and  1997. 

On  the  Interim  Trust  Fund,  with  regards  to  IDA-11,  the  Bank  will  hold  a  random 
drawing  to  select  Interim  Fund  projects  from  the  full  list  of  IDA  projects  scheduled 
to  be  approved  by  the  Board  during  the  October  1996  to  June  1997  period. 

Any  of  the  IDA  projects  for  Bosnia  scheduled  for  Board  consideration  during  this 
nine-month  period  would  be  included  in  the  random  drawing.  All  other  IDA  projects 
for  Bosnia  will  be  subject  to  regular  procurement  guidelines. 

JORDAN  debt  relief 

Question.  Mr.  Secretary,  don't  you  think  we've  done  enough  for  Jordan  for  the 
time  being? 

Answer.  We  are  seeking  $25  million  in  FY  1997  to  complete  the  debt  forgiveness 
proposed  as  a  result  of  the  historic  peace  agreement  signed  between  the  Hashemite 
Kingdom  of  Jordan  and  the  Government  of  Israel  in  1994.  This  request  would  com- 
plete the  commitment  made  by  the  United  States  to  Jordan  for  debt  forgiveness  in 
support  of  these  peace  efforts. 
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These  funds  are  necessary  because  the  FY  1995  Supplemental  Appropriation  of 
$275  million  was  not  enough  to  cover  the  cost  of  full  debt  forgiveness  at  the  time 
of  implementation.  This  shortfall  arose  because  the  discount  rates  used  to  determine 
the  costs  of  debt  reduction  changed  between  the  time  of  the  Administration's  re- 
quest for  the  supplemental  appropriation  in  February  1995  and  the  implementation 
in  September  1995.  The  applicable  discount  rate  fell  from  7.68%  to  6.5%,  increasing 
the  cost  of  forgiving  such  debt. 

MIDDLE  EAST  DEVELOPMENT  BANK 

Question.  Mr.  Secretary,  do  you  think  it  is  time  to  consider  using  existing  Middle 
East  aid  to  fund  new  initiatives  like  the  Middle  East  Development  Bank?  Instead 
of  making  the  pie  bigger,  shouldn't  you  just  divide  it  up  differently?  Specifically,  if 
no  new  funds  are  made  available  for  the  Bank  but  instead  the  Administration  is 
given  authority  to  use  existing  funds  for  Israel,  Egypt  and  Jordan  to  capitalize  this 
new  Bank,  would  this  in  any  way  diminish  the  ability  of  the  Middle  East  Develop- 
ment Bank  to  carry  out  its  intended  functions? 

Answer.  The  Administration  believes  that  the  Middle  East  Development  Bank  is 
an  essential  complement  to  our  bilateral  assistance  to  the  region.  The  Bank  will  fill 
a  specific  niche  not  addressed  by  our  bilateral  programs,  and  will  become  a  central 
component  of  the  efforts  toward  regional  cooperation.  The  Bank  is  a  regional  pro- 
gram that  is  geared  to  the  private  sector,  and  will  not  provide  security  assistance. 
Nor  will  the  Bank  fund  government-directed  programs  for  national-level  social  and 
economic  development  that  fall  within  the  purview  of  our  bilateral  economic  assist- 
ance to  the  region. 

We  continue  to  make  difficult  choices  among  the  competing  priorities  for  precious 
foreign  assistance  fiinds.  The  Middle  East  Development  Bank  will  leverage  addi- 
tional donor  resources  to  the  region,  more  importantly,  the  Bank  will  have  its  own 
access  to  capital  markets  and  a  focus  on  co-financing.  All  of  these  elements  make 
the  Bank  an  extremely  cost-effective  use  of  taxpayer  resources. 

The  Administration  believes  that  we  are  at  a  historic  turning  point  in  the  Middle 
East,  and  now  is  not  the  time  to  make  significant  reductions  in  assistance  to  the 
region.  We  believe  that  offsets  in  our  bilateral  accounts  to  fund  U.S.  participation 
in  the  Middle  East  Development  Bank  could  be  interpreted  as  a  reduction  of  U.S. 
support  for  the  efforts  underway  at  peacemaking. 

Question.  Mr.  Secretary,  if  we  put  aside  politics,  political  symbolism  and  the  other 
"unique"  aspects  of  the  Middle  East  Development  Bank,  aren't  we  really  just  asking 
the  American  taxpayer  to  pay  for  something  that  is  already  being  done  by  other 
international  lenders  and  private  banks? 

What  are  the  special  or  unique  lending  functions  of  the  bank  which  are  currently 
not  available  through  other  lending  institutions? 

Answer.  The  specific  focus  of  the  Middle  East  Development  Bank  is  three-fold:  to 
assist  the  private  sector,  to  aid  in  the  privatization  of  state-owned  enterprises,  and 
to  finance  cross-border  projects,  particularly  infrastructure.  To  achieve  its  objectives, 
the  Bank  will  have  a  range  of  financial  authorities,  including  direct  lending,  guaran- 
tees, equity,  and  technical  assistance,  that  will  enable  it  to  effectively  meet  the 
needs  of  the  region. 

The  Middle  East  Development  Bank  differs  from  existing  lending  programs,  such 
as  those  of  the  World  Bank,  in  several  fundamental  ways.  Not  least  of  these  is  coun- 
try eligibility.  The  Palestinians  are  not  members  of  the  World  Bank/IMF;  the  Bank's 
assistance  is  limited  to  donor  coordination  and  IBRD  net  income  transfers  to  the 
Palestinian  Authority.  Flows  are  correspondingly  limited,  and  no  market  rate  fi- 
nancing exists  for  sector  development. 

Israel,  on  the  other  hand,  is  a  member  of  the  International  Financial  Institutions 
but  does  not  borrow  from  the  World  Bank.  Israel  has  an  active  private  sector,  with 
a  growing  stock  market.  The  Government  of  Israel  has  successfully  borrowed  on  the 
international  capital  markets,  with  and  without  the  guarantee  of  the  United  States. 
What  Israel  has  not  accomplished  is  the  design  and  finance  of  cross-border  projects 
in  key  sectors,  such  as  water,  electricity,  and  transportation,  designed  to  promote 
economic  cooperation  wdth  its  neighbors.  The  institutional  risks  and  complexities  of 
such  projects  make  attracting  private  finance  difficult.  The  participation  of  the  Mid- 
dle East  Development  Bank  in  such  projects  will  help  to  facilitate  private  sector  in- 
vestment. 

What  the  Bank,  together  with  its  "Forum  for  Economic  Cooperation"  provide  is 
regional  ownership,  regional  policy  coordination,  and  regional  projects.  The  Bank's 
orientation  towards  regional  cooperation  is  unique.  The  Bank  will  also  help  create 
the  conditions,  through  direct  participation  with  private  sector  firms  and  through 
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encouraging  regulatory  reform  to  facilitate  private  sector  development,  that  will  en- 
courage the  growth  of  the  region's  private  sector. 

AFRICAN  DEVELOPMENT  BANK  AND  FUND 

Question.  Has  South  Africa  joined  the  African  Development  Bank,  and  what  is  its 
share  of  the  bank's  stock?  Do  you  know  why  that  percentage  is  so  low? 

Answer.  South  Africa  is  a  member  of  the  African  Development  Bank.  Its  current 
share  of  the  Bank's  stock  is  about  one  percent.  All  the  issues  relating  to  the  possibil- 
ity of  a  more  appropriate  share  for  South  Africa,  and  the  role  that  the  country  might 
begin  to  play  in  the  Bank  are  still  under  consideration.  We  would  like  to  see  South 
Africa  take  a  higher  share  and  play  a  more  prominent  role  in  the  Bank's  activities. 

Question.  What  would  be  the  result  of  the  United  States  declining  to  resume  fund- 
ing of  the  African  Development  Bank  and  Fund  during  1997?  Would  other  institu- 
tions take  up  the  slack?  Would  the  Bank's  already  reduced  credit  rating  decline  fur- 
ther? 

Answer.  The  African  Development  bank  is  at  a  crossroad.  At  the  urging  of  its 
shareholders,  the  Bank's  new  president  has  undertaken  a  series  of  reforms  designed 
to  strengthen  tne  management  and  improve  operations.  Significant  changes  have  al- 
ready taken  place,  and  we  are  working  closely  with  the  other  shareholders  and  the 
new  president  to  assure  that  these  changes  take  hold  and  that  additional  reforms 
are  put  in  place.  If  we  were  unable  to  participate  in  increasing  the  Bank's  capital 
or  replenishing  the  Fund's  resoxu"ces,  our  influence  within  the  bank  and  our  ability 
to  bring  about  further  change  would  decline,  and  the  reform  efforts  could  be  seri- 
ously weakened. 

In  that  context,  it  is  unlikely  that  other  institutions  would  be  able  to  take  up  the 
financial  slack  and  provide  additional  resources  to  help  meet  development  needs  in 
Africa.  Last  year,  although  one  of  the  rating  agencies  lowered  the  highest  rating  it 
had  previously  assigned  to  the  Bank's  borrowing,  the  other  rating  agencies  did  not 
follow  suit.  The  new  president's  very  strong  performance  and  the  progress  that  has 
been  made  thus  far  would  appear  to  have  been  very  important  considerations  in 
that  connection.  That  is  a  point  that  needs  to  be  emphasized.  If  efforts  to  bring 
about  meaningful  reform  continue  and  if  additional  improvements  are  made,  that 
progress  should  be  reflected  in  the  Bank's  standing.  U.S.  participation  in  the  in- 
crease in  the  bank's  capital  and  the  replenishment  of  the  Fund's  resources  would 
allow  us  to  work  most  effectively  along  those  lines. 

Question.  Is  the  main  reason  for  your  request  for  the  African  Development  Bank 
to  keep  it  solvent  and  avoid  the  precedent  of  a  multilateral  development  bank  going 
bankrupt? 

Answer.  Bankruptcy  is  not  an  issue  at  the  African  Development  Bank.  Last  year. 
Standard  and  Poor's  did  lower  the  rating  of  the  African  Bank's  senior  debt  from 
AAA  to  AA+  and  on  subordinated  debt  from  AA  to  AA  - ,  with  a  stable  outlook.  The 
reason  for  the  downgrading  was  based  on  the  Bank's  corporate  governance  and 
management.  However,  other  agencies  did  not  follow  suit  because  of  the  newly  elect- 
ed president's  commitment  to  reforms.  Standard  and  Poor's  also  maintains  a  posi- 
tive outlook  especially  with  the  improvements  in  lending  operations  and  policies,  the 
adoption  of  a  new  credit  policy  which  will  curtail  lending  on  commercial  terms  by 
the  bank,  and  the  regional  and  non-regional  member  support  for  strengthening  cor- 
porate governance. 

Two  years  ago,  we  led  other  donors  on  conditioning  any  new  funding  on  sweeping 
reform  of  Bank  administration  and  practices.  The  Bank  has  already  dismissed  twen- 
ty percent  of  its  stafl",  replaced  almost  two  out  of  every  three  managers,  and  under- 
taken a  comprehensive  audit.  These  combined  changes  combined  with  other  reforms 
should  place  the  bank  on  sound  footing.  We  and  the  other  donors  are  determined 
to  work  closely  with  management  and  the  regional  members  to  avoid  past  mistakes 
and  equip  the  Bank  to  work  more  effectively  and  efficiently.  As  a  result,  the  Bank 
is  implementing  the  most  comprehensive  and  ambitious  reform  effort  ever  taken  by 
an  institution  of  its  kind.  Based  on  the  results  so  far,  we  and  other  donors  believe 
the  Bank  is  now  on  the  right  track  and  that  it  will  soon  be  positioned  to  make  a 
strong  contribution  to  Africa's  development.  This  is  the  fundamental  reason  for  our 
current  request. 

GLOBAL  ENVIRONMENT  FACILITY 

Question.  Mr.  Secretary,  last  year  the  House  conducted  several  votes  on  the  Glob- 
al Environment  Facility  of  the  World  Bank.  It  was  clear  that  there  was  support  to 
fund  the  global  Facility  at  some  level,  but  little  support  for  funding  it  at  your  re- 
quested level  of  $100  million. 
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Can  you  tell  the  subcommittee  how  the  Global  Environment  Facility  differs  from 
the  regular  environmental  projects  of  the  World  Bank,  the  UN  environmental  pro- 
grams we  fund,  and  the  bilateral  environmental  technology  initiatives  recently  an- 
nounced by  AID  administrator  Brian  Atwood? 

Answer.  The  GEF  is  needed  in  addition  to  the  important  programs  you  have  list- 
ed, for  the  following  reasons.  First,  the  GEF  has  a  tightly  focused  mandate  to  tackle 
global  environmental  issues  that  the  other  programs  you  mention  do  not  systemati- 
cally address.  The  GEF  funds  only  projects  that  have  global  environmental  benefits 
in  the  areas  of  climate  change,  biodiversity,  international  waters,  and  ozone  deple- 
tion. Examples  include  support  for  the  conservation  and  development  of  a  large  na- 
tional park  in  the  rainforests  of  Indonesia;  a  high-efficiency  lighting  project  in  Mex- 
ico; and  projects  to  support  the  rapid  phaseout  of  ozone  depleting  substances  in  Rus- 
sia. By  contrast,  the  MDBs,  UN  and  bilateral  assistance  agencies  generally  support 
environmental  projects  that  provide  mainly  national  or  local  environmental  benefits, 
such  as  sanitation  projects. 

Second,  the  GEF  plays  an  essential  role  in  leveraging  resources  for  innovative 
projects  that  the  other  institutions  cannot  play.  Without  GEF  co-financing,  many 
promising  global  environmental  projects  would  not  go  forward  due  to  the  perception 
of  increased  risk.  The  GEF  is  particularly  important  for  its  effective  support  of  re- 
gional approaches,  which  are  so  critical  to  addressing  environmental  issues  that 
cross  national  boundaries.  For  cutting-edge  investments  in  the  global  environment, 
the  availability  of  GEF  grant  and  concessional  co-financing  is  often  essential  to  put 
together  a  financing  package  involving  the  MDBs  and  the  private  sector. 

Third,  the  GEF  provides  global  environmental  policy  leadership  that  the  MDBs, 
UN  and  bilateral  assistance  agencies — which  do  not  have  the  GEF  s  technical  exper- 
tise, environmental  mandate  and  resources — cannot.  The  GEF  is  the  financing 
mechanism  for  the  international  conventions  on  biodiversity  and  climate  change. 
The  GEF  portfolio  contains  166  projects  totaling  $1.15  billion,  plus  over  230  locally- 
executed  projects  supported  through  the  GEF's  small  grants  program.  The  GEF  pro- 
vides a  forum  in  which  the  U.S.  has  a  strong,  contribution-based  vote,  where  we  can 
advance  sensible,  cost-effective  approaches  to  environmental  problems. 

DEBT  RELIEF 

Question.  Mr.  Secretary,  why  should  this  subcommittee  appropriate  funds  to  for- 
give debt  generated  by  the  Department  of  Agriculture?  Shouldn't  the  Agriculture 
Subcommittee  live  with  the  consequences  of  its  actions?  Why  didn't  the  Administra- 
tion request  international  agricultural  debt  relief  as  part  of  the  Agriculture  Appro- 
priations bill,  as  has  been  the  case  in  the  past? 

Answer.  The  Administration  made  a  consolidated  request  for  FY  1997  appropria- 
tions for  debt  reduction  for  the  following  reasons:  (1)  Our  debt  reduction  program 
for  the  poorest  countries  in  the  context  of  the  Paris  Club  addresses  the  total  debt 
of  eligible  countries,  not  just  portions  of  that  debt.  Consolidating  our  request  pro- 
vides a  clearer  picture  of  the  overall  program  and  its  funding  needs.  (2)  An  appro- 
priation on  a  consolidated  basis  would  be  more  efficient  in  terms  of  the  U.S.  govern- 
ment's being  able  to  deal  with  the  uncertainties  inherent  in  the  poorest  country  debt 
reduction  program.  It  is  difficult  to  project  with  certainty  which  countries  will  qual- 
ify for  Naples  Terms  debt  reduction  in  the  Paris  Club,  and  the  time  frame  for  their 
Paris  Club  treatment.  If  appropriations  requests  are  split  between  subcommittees, 
a  change  in  country  eligibility  for  debt  reduction  might  result  in  a  division  of  fund- 
ing between  accounts  that  does  not  match  with  the  new  requirements. 

We  are  fully  aware  that  the  Agriculture  Subcommittee  should  be  consulted  and 
their  approval  obtained  even  under  a  consolidated  approach.  Of  course  it  is  the  pre- 
rogative of  the  Appropriations  Committee  to  make  decisions  on  the  allocation  of  ap- 
propriations requests  among  its  subcommittees.  If  you  decide  to  split  our  appropria- 
tions request  between  the  Foreign  Operations  and  the  Agriculture  Subcommittees, 
we  would  have  no  strong  objections. 

Questions  for  the  Record  Submitted  by  Representative  Porter 

european  bank  for  reconstruction  and  development 

Question.  When  considering  the  candidates  for  EBRD  Director,  will  Treasury  be 
looking  for  an  individual  with  similar  ideas  as  Lee  Jackson? 

Answer.  Lee  Jackson  played  an  instrumental  role  in  advancing  key  U.S.  objectives 
at  the  EBRD,  in  the  environment  and  information  disclosure  areas,  as  well,  of 
course,  as  in  ensuring  that  the  Bank  provides  the  most  efficient  and  effective  pos- 
sible support  for  the  transition  process  in  Central  and  Eastern  Europe  and  the 
former  Soviet  Union.  The  Treasury  Department  will  continue  to  press  the  Adminis- 
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tration's  program  at  the  EBRD,  including  following  up  on  the  important  progress 
recently  made  on  information  disclosure  and  environmental  policies.  Lee  was  instru- 
mental in  achieving  advances  in  these  areas  at  the  EBRD.  Treasury  staff  and  our 
representatives  at  the  Banks  will  continue  with  these  efforts. 

In  filling  the  U.S.  Director  position  at  the  EBRD,  the  Treasxuy  Department  is 
working  closely  with  the  White  House  to  identify  candidates  who  possess  the  initia- 
tive and  qualifications  to  effectively  represent  U.S.  interests  at  the  EBRD. 

INTERNATIONAL  FINANCE  CORPORATION 

Question.  Is  the  creation  of  an  information  disclosiure  policy  at  the  IFC  a  priority 
for  the  U.S.  Treasury? 

Answer.  At  the  urging  of  the  United  States,  the  International  Finance  Corpora- 
tion approved  an  information  disclosure  policy  in  1993.  Major  features  of  this  policy 
are  that:  (1)  summaries  of  all  projects  under  preparation  are  made  available  for 
public  review,  and  (2)  environmental  assessments  of  projects  with  anticipated  sig- 
nificant environmental  impacts  are  sent  to  the  Bank  s  Pubhc  Information  Center 
and  made  available  locally  in  the  relevant  country  as  early  as  possible,  but  not  later 
than  60  days  prior  to  Board  review.  In  practice,  environmental  assessments  have 
been  released  an  average  of  over  180  days  prior  to  Board  review. 

Recently,  and  again  with  strong  U.S.  support,  the  Board  approved  moves  to 
strengthen  further  IFC's  information  disclosiu-e  policy.  At  the  time  projects  are  ini- 
tially reviewed  by  management,  IFC  staff  will  articulate  a  plan  for  disclosure  of  en- 
vironmental and  other  project  information.  These  disclosure  plans  will  include  pro- 
grams for  consultations  with  people  likely  to  be  affected  by  the  project.  Additionally, 
to  provide  transparency  ana  to  ensiu^  the  adequacy  of  public  consultation  in 
projects  with  significant  environmental  impacts,  IFC  will  now  document  details  of 
public  consultation  in  environmental  assessments  and  subsequent  project  docu- 
ments. 

The  United  States  continues  to  work  with  other  members  and  the  IFC  to 
strengthen  implementation  of  this  policy  by  providing  the  public  with  as  much  infor- 
mation that  is  not  business  confidential  as  possible  (especially  environmental  and 
social  information)  early  in  the  project  appraisal  process,  and  during  project  imple- 
mentation. 

IFC  is  also  working  to  leverage  its  network  of  27  resident  overseas  offices  to 
achieve  increased  dissemination  of  project  documentation  in  the  country  where  an 
investment  is  being  considered.  Ultunately,  all  public  IFC  documents  will  be  avail- 
able on  the  Internet. 

Question.  Does  the  Treasury  support  the  need  for  an  independent  inspection 
panel,  and  will  Treasury  be  sure  to  follow  through  with  the  IFC's  commitment  to 
create  one? 

Answer.  The  United  States  recognizes  the  need  for  an  independent  inspection 
function  for  the  IFC.  We  have  made  this  point  with  senior  management.  At  our  urg- 
ing, IFC  is  preparing  papers  on  issues  related  to  an  inspection  function;  these  pa- 
pers will  come  to  the  Board  later  this  year. 

Some  other  members  of  the  Board,  however,  have  reservations  about  extending 
this  inspection  function  to  private  sector  operations.  We  shall  closely  with  our  fellow 
members  to  achieve  a  successful  outcome. 

MDB  FUNCTION 

Question.  How  exactly  does  the  network  of  multilateral  development  banks  func- 
tion? What  banks  and  organizations  complement  each  other?  Are  there  any  that 
have  similar  missions  and  at  times  can  overlap  on  certain  projects? 

Answer.  The  network  of  MDBs  has  evolved  over  the  past  fifty  years,  with  new 
institutions  being  created  to  meet  specific  needs  and  complement  the  programs  of 
existing  institutions.  For  example,  in  1960,  under  the  Eisenhower  Administration, 
the  U.S.  led  efforts  to  establish  a  concessional  loan  window  (IDA)  for  the  poorest 
countries.  The  Bank  for  Economic  Cooperation  and  Development  in  the  Middle  East 
and  North  Africa  is  currently  being  established  to  focus  efforts  in  this  critical  region 
on  economic  cooperation  and  regional  integration. 

In  addition,  bilateral  programs  rely  on  the  policy  advice  and  financial  leverage  of 
the  MDBs,  and  they  complement  each  other  in  their  policy  and  field  operations. 

The  MDBs  function  as  a  network  of  independently  governed  institutions.  The  sig- 
nificant overlap  in  their  membership  promotes  consistency  in  their  policies  and 
management.  The  regional  development  banks  complement  the  activities  of  the 
World  Bank  with  specific  expertise  in  certain  sectors.  For  example,  the  EBRD  has 
financial  market  expertise  in  central  and  eastern  Europe  and  the  Asian  Develop- 
ment Bank  speciahzes  in  operations  in  the  Pacific. 
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We  and  other  members  recognize  the  need  to  maintain  and  strengthen  effective 
collaboration  among  the  MDBs.  At  the  Halifax  Summit,  the  G-7  called  for  greater 
collaboration.  The  heads  of  the  MDBs  now  meet  regularly  to  discuss  cross-cutting 
issues.  The  MDBs  are  also  following  up  on  the  recommendations  in  the  Develop- 
ment Committee  Task  Force  Report  on  the  MDBs  which  reiterated  the  need  for  clos- 
er collaboration  and  cooperation  to  reduce  areas  of  overlap. 

MDB  REDUCTIONS 

Question.  If  the  United  States  reduces  its  funding  for  the  multilateral  develop- 
ment banks  as  a  whole,  what  are  some  of  the  repercussions  of  this?  Specifically,  how 
does  reduction  in  funding  for  the  MDBs  impact  bilateral  assistance? 

Answer.  The  MDBs  are  a  highly  cost  effective  way  of  promoting  U.S.  economic 
and  foreign-policy  interests.  Substantial  reductions  in  U.S.  funding  for  MDBs  will 
(1)  erode  U.S.  policy  leadership  and  financial  leverage  in  the  MDBs;  (2)  undermine 
MDB-led  economic  reform  efforts,  particxilarly  in  the  poorest  countries;  and,  (3)  have 
adverse  long-term  consequences  for  U.S.  exports  and  commercial  interests. 

Becaise  bilateral  and  multilateral  programs  complement  each  other,  reductions  in 
multilateral  assistance  and  leadership,  adversely  affect  our  bilateral  programs.  For 
example,  ExImBank  relies  heavily  on  the  MDBs  to  set  the  policy  environment  for 
the  trade  and  investment  activities  it  finances  overseas.  Bilateral  efforts  cannot  re- 
place the  benefits  reaped  from  the  MDBs;  attempting  to  do  so  would  be  significantly 
more  expensive. 

GOLBAL  ENVIRONMENT  FACILITY 

Question.  The  U.S.  has  been  extremely  effective  in  influencing  the  policy  guide- 
lines of  the  Global  Environment  Facility  (GEF).  I  am  pleased  to  know  that  the  GEF 
has  improved  from  the  pilot  phase  its  standards  for  transparency  and  public  partici- 
pation. I  noted  that  non-confidential  documentation  is  available  to  the  public,  how- 
ever, public  participation  in  GEF  projects  is  only  "assured"  What  exactly  is  the  defi- 
nition of  assured?  Is  the  U.S.  working  to  make  public  participation  in  the  approval 
process  for  GEF  projects  guaranteed? 

It  is  encouraging  that  Mr.  Jarle  Harstad  of  Norway  .  .  .  will  take  office  on  May 
1,  1996.  It  is  imperative  that  the  establishment  of  a  GEF-wide  M&E  unit  proceeds 
rapidly  so  that  GEF  strategies,  operations  and  projects  can  be  observed  and  meas- 
ured. 

There  is  concern  that  this  M&E  Unit  will  not  be  GEF-wide  and  that  jurisdiction 
will  fall  to  the  independent  agencies  within  the  GEF.  This  would  appear  to  defeat 
the  effectiveness  of  the  M&E  Unit  since  those  that  have  an  interest  in  the  projects 
would  be  monitoring  themselves.  Is  it  a  U.S.  priority  to  be  sure  that  a  GEF-wide 
M&E  Unit  is  established  with  the  GEF?  Since  the  GEF  is  still  in  its  formative 
years,  it  is  necessary  to  effect  policy  while  we  can.  The  GEF  will  serve  to  implement 
the  biodiversity  and  climate  changes  conventions  and  therefore  it  is  important  that 
internal  problems  to  not  inhibit  its  primary  functions. 

Answer.  The  GEF's  charter  states  that  with  respect  to  GEF-financed  projects,  the 
GEF's  operational  policies  "shall  provide  for  full  disclosure  of  all  non-confidential  in- 
formation, and  consultation  with,  and  participation  as  appropriate  of,  major  groups 
and  local  communities  throughout  the  project  cycle." 

Thus,  we  achieved  at  the  establishment  of  the  GEF  a  requirement  that  the  GEF 
consult  with  major  groups  (including  NGOs)  and  local  communities  during  the 
project  approval  process  and  throughout  the  project  cycle.  Now,  with  strong  U.S. 
leadership  and  substantive  input,  the  GEF  is  developing  operational  guidelines  to 
ensure  fiill  implementation  of  the  GEF's  requirement  for  public  involvement.  We  ex- 
pect to  see  draft  guidelines  this  fall.  These  guidelines  will  provide  an  additional 
means  for  us  to  guarantee  effective  public  participation  in  all  GEF  projects. 

Regarding  monitoring  and  evaluation,  the  U.S.  has  insisted  that  an  independent, 
GEF-wide  M&E  unit  be  established  at  the  GEF  to  strengthen  project  quality  and 
accountability  and  ensure  that  the  lessons  learned  by  the  GEF  are  disseminated. 
This  is  a  priority  issue  for  the  United  States. 

At  the  last  GEF  Council  meeting,  the  Council  asked  Mr.  Harstad  to  prepare  by 
July  1996  a  detailed  M&E  work  program  that  "should  take  a  GEF-wide  approach" 
and  build  upon  the  M&E  policies  of  the  implementing  agencies.  We  will  review  this 
paper  carefully. 

IBRD 

Question.  According  to  the  World  Bank's  1995  Annual  Report,  the  International 
Bank  for  Reconstruction  and  Development  has  approved  a  project  in  Turkey  for 
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$150  million.  This  program  is  to  improve  equity  access  to  essential  primary  health- 
care services  in  twenty-three  low-income  eastern  provinces  and  to  improve  the  effec- 
tiveness of  the  health  service-delivery  system. 

One — ^What  is  the  current  status  of  this  program? 

Two — Turkey  is  home  to  half  of  the  world's  25  million  Kurds.  The  Kurds  make 
up  25%  of  Turkey's  population.  Since  1984,  the  Government  of  Turkey  has  waged 
an  aggressive,  brutal  campaign  to  silence  the  Kurds.  Over  20,000  lives  have  been 
lost,  and  more  than  3,000,000  civilians  have  been  displaced  as  over  2,650  Kurdish 
villages  have  been  destroyed.  How  much  of  this  project  reaches  the  Kurdish  popu- 
lation?— ^and  if  none,  why  not? 

Answer.  The  23  provinces  in  the  eastern  part  of  Turkey  where  the  project  is  being 
implemented  contain  some  of  the  largest  concentrations  of  the  country's  Kurdish 
population.  Although  they  have  not  been  targeted  specifically,  the  Kurds  in  those 
provinces  will  benefit  equally  with  other  ethnic  groups  from  the  primary  health  care 
facilities  and  services  that  the  project  is  assisting. 

Work  on  the  World  Bank's  Second  Health  Project  was  initiated  in  January  1995, 
and  substantial  progress  has  been  made  in  some  key  areas.  Much  of  the  equipment 
for  the  project,  e.g.,  ambulances,  has  been  tendered  for  the  training  of  health  work- 
ers has  started.  Moreover,  headway  has  been  made  on  developing  the  community- 
based  participation  activities  under  the  project.  These  involve,  for  example,  con- 
sultations with  project  beneficiaries  on  how  better  to  deliver  health  services,  espe- 
cially preventive  care  for  women  and  children. 

Implementation  of  the  project  has  not  proceeded  as  quickly  as  planned  in  the  area 
of  health  facilities.  Budgetary  restrictions  stemming  from  the  Government  of  Tur- 
key's macroeconomics  stabilization  program  have  resulted  in  a  delay  in  the  alloca- 
tion of  its  funds  for  the  project.  We  understand,  however,  that  the  Government  of 
Turkey  is  working  to  reduce  the  budgetary  restraints  and  to  push  the  project  ahead. 

Question.  I  am  a  very  supportive  of  the  efforts  to  foster  economic  development  in 
Africa,  and  I  believe  that  the  African  Development  Bank  and  Fund  play  not  only 
a  great  force  in  development  but  also  are  a  strong  U.S.  lever  for  promoting  democ- 
racy in  this  turbulent  region.  .  .  . 

Please  explain  to  me  exactly  how  the  new  restructuring  and  reforms  insure  that 
well  intentioned  funding  does  not  once  again  become  prey  to  programs  wrought  with 
inefficiency,  mismanagement,  and  a  high  degree  of  politicization. 

Answer.  Two  years  ago,  the  U.S.  led  other  donors  in  conditioning  any  new  funding 
on  sweeping  reforms  in  Bank  administration  and  practices.  Since  then,  there  have 
already  been  dramatic  changes  in: 

1.  Leadership:  Since  he  was  sworn  in  last  September,  President  Kabbaj  has 
earned  strong  praise  for  pvu"suing  a  rigorous  reform  agenda; 

2.  Governance:  In  the  context  of  a  capital  increase  negotiation  now  underway,  we 
aim  to  revamp  the  ownership  and  voting  structure  of  the  Bank  to  achieve  increased 
non-regional  control; 

3.  Management:  Twenty  percent  of  the  Bank  staff  have  been  dismissed;  more  than 
two  out  of  every  three  managers  have  been  replaced;  a  comprehensive  audit  is  un- 
derway; 

4.  Policies:  A  strict  new  lending  policy  has  been  implemented  that  will  keep  non- 
creditworthy  borrowers  out  of  market-rate  programs;  the  entire  portfolio  has  been 
examined  and  over  $700  million  in  loans  canceled,  with  more  to  follow;  and  a  tough 
new  sanctions  policy  on  arrears  has  been  enacted;  and 

5.  Practices:  The  Bank  has  created  units  for  procurement,  private  sector  develop- 
ment and  environment;  and  it  is  developing  a  state  of  the  art  information  disclosure 
policy  and  an  inspection  function. 

The  Bank  is  implementing  the  most  comprehensive  and  ambitious  reform  agenda 
ever  undertaken  by  an  institution  of  its  kind.  We  believe  that  the  institution  is 
changing  dramatically  for  the  better  and  that  the  changes  underway  to  strengthen 
Bank  governance  and  management,  and  its  policies  and  practices  are  placing  the 
Bank  on  a  sound  footing.  We  and  other  donors  know  that  more  needs  to  be  done, 
and  that  it  will  take  time  and  effort  to  ensure  full  implementation  of  the  reform 
programs.  We  are  also  determined  to  continue  working  closely  with  management 
and  with  regional  members  to  avoid  the  mistakes  of  the  past  and  to  equip  the  Bank 
to  function  effectively  and  efficiently. 

Question.  Mr.  Secretary,  you  point  out  in  your  testimony  that  every  American,  di- 
rectly or  indirectly,  is  affected  by  the  international  institutions  and  has  an  interest 
in  continuing  to  support  the  banks  and  the  fund.  I  think  it  would  be  helpful  for  us 
to  see  the  benefit  if  you  were  to  quantify  this  testimony  by  providing  us  with  some 
hard  nvmibers.  For  every  dollar  the  United  States  puts  into  the  international  finan- 
cial institutions,  how  much  comes  back  to  U.S.  businesses? 
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Answer.  The  most  recent  periods  for  which  we  have  direct  procurement  statistics 
are  calendar  year  1995  for  each  of  the  regional  development  banks  and  the  World 
bank  Groups's  most  recent  fiscal  year  (July  1,  1995  to  June  30,  1996).  Total  direct 
procurement  going  to  U.S.  firms  over  that  time  is  estimated  at  over  $2.4  billion. 

Among  the  U.S.  firms  winning  development  bank  contracts  in  1995  were  major 
corporations  like  General  Electric,  Westinghouse,  and  AT&T.  These  firms  have 
many  thousands  of  employees  at  their  own  facilities  in  different  regions  of  the  coun- 
try. They  use  a  large  network  of  suppliers  and  sub-contractors  that  extends  the  eco- 
nomic benefits  of  development  bank  lending  even  more  widely  within  the  U.S.  econ- 
omy. Other  U.S.  firms  that  benefitted  directly  from  development  bank  contracts 
were  small  and  medium  size  companies  such  as  Enterprise  Electronics  of  Enter- 
prise, Alabama,  and  A.B.  Chance  of  Centralia,  Missouri. 

A  third  important  group  of  U.S.  firms  were  the  engineering  and  consulting  firms 
like  Black  and  Veatch,  one  of  the  largest  employers  in  Kansas  City,  Kansas,  and 
Wilbur  Smith  Associates  from  Columbia,  South  Carolina.  The  engineers  and  con- 
sultants are  particularly  important  because  their  work  in  feasibility  and  pre-fea- 
sibility  studies  is  at  the  start  of  the  project  cycle  and  frequently  leads  to  much  larg- 
er exports  of  capital  equipment. 

In  addition  to  the  direct  procurement,  there  was  $977  million  in  the  private  sector 
operations  (i.e.,  loans  and  equity  positions)  of  the  International  Finance  Corporation 
and  the  European  Bank  for  Reconstruction  and  Development  that  directly  benefitted 
U.S.  firms.  In  these  private  sector  operations,  U.S.  firms  may  have  been  acting  as 
private  lenders,  equity  investors,  capital  goods  sXxppliers,  technical  partners  or  pro- 
viders of  technical  assistance,  underwriters  or  company  managers.  GE  Capital  and 
Cummins  Engine  in  Ohio  are  just  two  examples  of  U.S.  firms  that  have  benefitted 
from  the  operations  of  the  development  banks  in  this  way. 

The  most  recently-approved  appropriation  for  the  development  banks  was  just 
under  $1.2  billion  for  FY  1996.  That  would  mean  that  nearly  three  dollars  came 
back  to  U.S.  business  for  each  dollar  appropriated  for  the  development  banks  last 
year.  Our  current  request  for  the  development  banks  for  FY  1997  is  just  over  $1.4 
billion.  If  we  were  to  use  that  figure,  more  than  $2.50  would  still  come  back  to  U.S. 
business  for  each  dollar  of  appropriations  in  the  request.  Either  of  these  figures  is 
impressive  in  terms  of  the  economic  return  to  the  United  States. 

Of  course,  the  economic  benefits  to  the  U.S.  economy  from  our  participation  in  the 
development  banks  go  far  beyond  the  figures  I  have  just  cited  for  direct  procxirement 
and  private  sector  operations.  We  need  to  keep  in  mind  that  the  developing  coun- 
tries are  the  fastest-growing  U.S.  export  market.  In  1995,  they  bought  more  than 
$237  billion  in  merchandise  exports  from  us. 

That's  because  the  fastest-growing  economies  are  in  developing  and  the  develop- 
ment banks  have  been  promoting  more  rapid  growth  in  developing  countries 
through  policy-based  lending  programs,  emphasizing  free  markets  and  private  sector 
initiatives.  This  type  of  lending  encourages  lower  tariffs  and  the  liberalization  of  in- 
vestment codes.  It  strengthens  the  legal  and  regulatory  framework  in  developing 
countries  and  provides  for  the  enforceability  of  contracts.  The  development  banks 
are  the  only  institutions  that  do  this  type  of  work  and  it  is  central  to  their  activities. 

Policy-based  lending  by  the  development  banks  sets  the  stage  for  economic  growth 
and  creates  new  trade  and  investment  opportunities  for  U.S.  business.  The  develop- 
ment banks  help  create  the  economic  climate  in  developing  countries  in  which  our 
bilateral  programs  like  Eximbank,  the  Overseas  Private  Investment  Corporation 
and  the  Trade  and  Development  Agency  can  ftinction  most  effectively.  This  is  why 
I  believe  the  multilateral  development  banks  are  such  an  integral  part  of  our  coun- 
try's overall  export  promotion  effort. 

WORLD  BANK 

Question.  Last  October,  much  to  our  deepest  horror,  we  received  information  that 
World  Bank  activities  in  China's  Xinjiang  Autonomous  Region,  specifically  in  the  re- 
gion of  the  Tarim  River  Basin,  have  benefitted  from  the  use  of  prison  labor.  The 
World  Bank,  after  conducting  an  investigation,  dispatched  a  report  claiming  that  all 
allegations  are  unsubstantiated  in  every  respect. 

It  is  my  understanding  that  the  investigation  was  carried  out  by  Bank  officials 
who  were  the  same  individuals  originally  responsible  for  implementing  the  project. 
It  this  true?  If  yes  how  do  you  justify  the  findings  of  this  report? 

Furthermore,  how  do  you  plan  to  insure  in  the  future  that  prison  labor  is  not  used 
to  carry  out  the  work  of  Work  Bank  programs? 

Answer.  Last  October,  Harry  Wu  charged  that  Bank  funds  from  the  Tarim  Basin 
Project  had  been  diverted  to  support  prison  camps  and  the  military.  The  Bank's  top 
management  immediately  moved  vigorously  to  investigate  the  allegations,  with  our 
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strong  support  and  encouragement.  The  project,  approved  in  1991,  is  located  in  one 
of  China's  most  remote  and  arid  regions  where  per  capita  income  is  below  $100,  and 
is  intended  to  benefit  138,000  poor  families,  almost  all  minority  Uygurs. 

The  Bank  mounted  an  investigation  team  that  included  a  senior  manager  with 
experience  in  China,  a  Chinese-speaking  Harvard-trained  lawyer,  the  Deputy  Chief 
Auditor  of  Hong  Kong,  and  a  retired  Chinese  auditor  (formerly  Dean  of  Hong  Kong 
University).  While  the  leader  of  the  mission  was  the  Division  Chief  in  charge  of  the 
agriculture  portfolio,  it  was  felt  that  his  knowledge  of  Xinjiang  was  a  prerequisite 
for  a  thorough  investigation.  The  team  did  not  include  the  task  manager  charged 
with  directly  supervising  the  project.  Members  of  the  team  were  chosen  because  of 
their  knowledge  of  Bank  project  documentation  and  procurement  rules,  Chinese  ag- 
riculture and  water  resource  management,  and  the  Chinese  legal  and  accounting 
system. 

The  team  traveled  to  the  project  site,  interviewed  the  implementation  agency,  au- 
dited Chinese  expenditure  receipts  from  the  project,  interviewed  project  bene- 
ficiaries, traveled  2,400  kilometers  throughout  the  project  area  with  Mr.  Wu's  map 
of  the  location  of  the  prisons  to  inspect  areas  where  water  could  be  diverted  to  pris- 
ons. The  team  found  no  evidence  that  benefits  were  accruing  to  the  military,  with 
all  evidence  showing  project  benefits  were  going  to  the  intended  minority  peoples. 

The  Treasury  Department  also  considers  this  issue  in  reviewing  all  MDB  projects 
in  an  interagency  process.  The  Bank's  new  policies  on  openness  and  public  informa- 
tion also  provide  increased  opportunities  for  public  input  prior  to  project  approval. 
We  are  in  full  agreement  with  the  Bank  that  forced  labor  should  have  no  place  in 
Bank  projects  and  that  the  Bank  should  not  support  military  activities.  We  will  con- 
tinue to  pursue  the  issue  intensively  with  the  Bank. 

MIDDLE  EAST  DEVELOPMENT  BANK 

Question.  How  will  the  Bank  for  Economic  Cooperation  and  Development  in  the 
Middle  East  and  North  Africa  help  to  promote  U.S.  policy  and  influence  in  this  re- 
gion? 

Answer.  U.S.  efforts  as  part  of  the  Camp  David  Accords,  our  subsequent  work  to 
achieve  peace  between  Israel  and  Jordan,  and  the  interim  Agreements  between  Is- 
rael and  the  Palestinians,  have  helped  the  parties  of  the  region  to  make  the  commit- 
ment to  peace.  The  United  States  has  a  fundamental  stake  in  achieving  a  com- 
prehensive peace  in  the  Middle  East  and  North  Africa;  we  are  closer  to  realizing 
this  goal  than  we  have  ever  been  before. 

The  regional  parties  understand  that  they  must  demonstrate  to  their  constituents 
the  tangible  benefits  of  their  political  agreements.  The  Middle  East  Development 
Bank  is  a  central  vehicle  to  fulfill  this  desire.  The  Bank  originated  from  a  historic 
joint  proposal  from  Egypt,  Israel,  Jordan,  and  the  Palestinians,  who  cooperated  to 
devise  an  institutional  structure  that  would  best  help  them  to  achieve  this  objective. 

The  Bank  will  become  a  major  regional  institution  of  the  new  Middle  East,  with 
the  parties  to  the  peace  process  working  out  the  concrete  issues  required  to  promote 
economic  cooperation.  The  Bank  will  succeed  by  financing,  and  more  importantly, 
by  co-financing  with  the  private  sector,  cross-border  projects  in  key  sectors  such  as 
transportation  and  water.  The  Bank  will  also  directly  assist  the  private  sector,  fa- 
cilitating business  and  trade  contacts  throughout  the  region,  and  demonstrating  the 
financial  return  on  the  investment  in  peace.  We  are  confident  that,  as  elsewhere, 
building  strong  economic  links  and  shared  prosperity  in  the  Middle  East  will  be  a 
powerful  reinforcement  of  the  peace  process. 

The  Bank  will  also  host  a  "Forum,"  modeled  on  the  organization  for  Economic  Co- 
operation and  Development  (OECD).  The  forum  will  facilitate  discussions  among  of- 
ficials from  the  region  in  such  fields  as  customs,  tax,  and  capital  market  regulations, 
to  identify  the  concrete  policy  measures  which  are  needed  to  promote  increased 
trade  and  investment  both  within  the  region,  and  between  the  region  and  the  global 
economy. 

The  Bank  strengthens  U.S.  influence  in  the  region.  From  the  outset  of  negotia- 
tions, the  regional  proponents  have  relied  on  U.S.  leadership  to  achieve  the  estab- 
lishment of  the  institution.  The  U.S.,  for  its  part,  has  ensured  that  the  Bank  will 
strengthen  the  region's  private  sector,  leading  to  increased  trade  links  with  United 
States'  firms.  The  U.S.  will  be  the  largest  shareholder  in  the  Bank,  with  veto  power 
over  key  policy  decisions  such  as  the  admittance  of  new  members,  and  changes  in 
the  Bank's  Charter.  As  such,  the  United  States  expects  to  play  a  strong  role  in  influ- 
encing the  policy  agenda  of  the  Bank. 
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Question.  What  consequences  will  the  United  States  face  if  we  do  not  retire  our 
full  existing  and  overdue  IDA  commitments  this  year? 

Answer.  We  believe  that  the  international  financial  system — including  IDA — 
which  has  evolved  under  U.S.  leadership  continues  to  be  a  highly  cost-effective  way 
of  promoting  U.S.  interests  in  the  developing  world. 

For  other  donors — who  now  provide  the  bulk  of  MDB  financing — U.S.  support  for 
IDA  is  viewed  as  the  "litmus  test"  of  the  seriousness  of  our  commitment  to  multilat- 
eral cooperation  U.S.  credibility  is  already  on  the  line.  We  are  delaying  U.S.  partici- 
pation in  the  eleventh  replenishment  by  one  year.  As  a  result,  other  donors  have 
established  a  one-year  Interim  Trust  Fund  without  the  United  States. 

Full  U.S.  funding  is  essential  to  maintain  U.S.  leverage  and  influence,  not  only 
in  IDA  but  in  the  World  Bank  Group  and  throughout  the  multilateral  system,  and 
to  ensure  IDA  has  resources  adequate  to  maintain  support  for  those  poorest  coun- 
tries committed  to  sound  economic  management  and  reform. 

In  the  absence  of  U.S.  financial  support,  other  donors  are  likely  to  increasingly 
direct  their  resources  into  either  their  bilateral  programs  or  other  multilateral  insti- 
tutions (such  as  the  European  Community)  where  the  United  States  has  no  influ- 
ence and  where  much  less  emphasis  is  placed  on  economic  reform.  The  long-term 
interests  of  U.S.  businesses — which  rely  on  IDA  and  the  other  MDBs  to  establish 
good  policy  environments  for  trade  and  investment — would  also  suffer. 

Question.  I  understand  that  the  United  States  will  not  contribute  to  the  first  year 
in  IDA-11,  and  thus  the  U.S.  will  only  be  eligible  to  bid  on  50  percent  of  the  projects 
that  arise  during  this  year.  What  are  the  foreseeable  consequences  for  U.S.  compa- 
nies during  this  block  on  U.S.  procurement  rights? 

Answer.  We  will  have  to  expect  some  lost  sales  because  U.S.  suppliers  will  have 
their  access  restricted  on  procurement  arising  from  about  $3.0  billion  in 
concessional  lending  resources.  It  is  not  possible  to  predict  in  advance,  however,  be- 
cause the  projects  to  be  funded  by  the  Interim  Fund  and  for  which  U.S.  suppliers 
will  be  ineligible  to  compete  for  procurement  will  be  selected  in  a  random,  trans- 
parent, and  unbiased  process. 

The  selection  process  will  be  random  as  mentioned  above.  The  Bank  will  hold  a 
random  drawing  on  or  about  June  28,  1996  to  select  Interim  Fund  projects  from  the 
full  list  of  IDA  projects  scheduled  to  be  approved  by  the  Board  during  the  October 
1996  to  June  1997  period. 

The  Bank  will  widely  disseminate  the  list  of  Interim  Fund  projects  in  July  1996. 

This  situation  points  out,  however,  the  importance  of  the  MDBs  as  a  source  of 
international  financing  that  should  remain  open  to  U.S.  suppUers  and  the  role  the 
MDBs  play  in  providing  funding  that  is  available  to  help  U.S.  firms  gain  footholds 
in  new  markets  overseas. 

Questions  for  the  Record  Submitted  by  Representative  Lightfoot 

Question.  Please  provide  for  the  record  a  list  of  all  contracts  awarded  to  Iowa 
firms  in  FY95  and  FY96  to  date  by  the  multilateral  development  banks  (MDBs). 
Answer.  We  have  the  following  list  of  contract  awards  or  payments  to  Iowa  firms: 

Payment  to  Koetiring  Cranes  and  Excavator. 

Payment  to  'unidentified'. 

Payment  to  Barnstead/Thermolyne. 

Payment  to  Stanley  Consultants  to  Muscatine,  Iowa. 

Contract  awarded  to  Mr.  Gerhard  W.  Pudewell  of  Muscatine,  Iowa  for  consultancy 
services  on  the  Philippines  Second  Palawan  Integrated  Area  Development  Project. 

Contract  awarded  to  suppliers  from  Kazakhstan  included  $88,000  in  goods  which 
originated  from  Iowa.  The  nature  of  these  goods  were  not  identified. 

Contract  to  Stanley  Consultants  of  Muscatine,  Iowa. 

Contract  to  Stanley  Consultants  of  Muscatine,  Iowa. 

Contract  awarded  to  Mr.  Perez  of  Fairfield,  Iowa  for  services  in  the  area  of  informa- 
tion systems  on  a  project  in  El  Salvador. 

Payment  on  Education  project  in  Ethiopia. 

Payment  on  Livestock  project  in  Ghana. 

Payment  on  Livestock  project  in  Ghana. 

Payment  on  Primary  School  project  in  Indonesia. 

Payment  on  Agricultural  research  project  in  Kenya. 

Payment  on  Population  III  project  in  Kenya. 

Payment  on  Population  III  project  in  Kenya. 

Payment  on  Population  III  project  in  Kenya. 
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Payment  On  Population  III  project  in  Kenya. 
Payment  on  Universities  project  in  Kenya. 
Payment  on  Universities  project  in  Kenya. 
Payment  on  Universities  project  in  Kenya. 
Payment  on  Universities  project  in  Kenya. 
Payment  on  Universities  project  in  Kenya. 
Payment  on  Population  III  project  in  Kenya. 
Payment  on  Agricultural  Secal  in  Ukraine. 
Payment  on  Science/Tech.  Researcti  project,  Korea. 
Payment  on  Science  Education  project  in  Korea. 
Payment  on  Science  Education  project  in  Korea. 
Payment  on  Environment  Research  project  in  Korea. 
Payment  on  Environment  Research  project  in  Korea. 
Payment  on  Environment  Research  project  in  Korea. 
Payment  on  Emergency  Drought  project  in  Morocco. 
Payment  on  Sewer/Sanitation  project  in  Philippines. 
Payment  on  Engineering/Science  project,  Philippines. 
Payment  on  Engineering/Science  project,  Philippines. 
Payment  on  Agricultural  Secal  in  Ghana. 
Payment  on  Electricity  Privatization  project  in  Peru. 
Payment  on  Electricity  Privatization  project  in  Peru. 

HUMAN  RIGHTS  AND  ENVIRONMENT 

Question.  How  does  U.S.  participation  in  the  multilateral  development  banks 
(MDBs)  advance  our  agenda  in  non-economic  areas  such  as  human  rights  or  the  en- 
vironment? 

Answer.  The  MDBs  have  been  impressively  responsive  to  a  wide-ranging  U.S. 
agenda  articulated  over  a  period  of  years. 

The  MDBs  have  a  broad  development  agenda.  They  promote  economic  and  social 
progress  in  a  way  that  fosters  individual  initiative.  Environmental  protection  is  also 
now  integral  to  MDB  operations.  Over  the  last  several  years,  the  MDBs  have  estab- 
lished strong  policies  on  information  disclosure,  environmental  assessment,  resettle- 
ment, indigenous  peoples,  water  resources,  energy  efficiency,  the  power  sector,  and 
forestry. 

The  MDBs  also  promote  accountable  and  transparent  governance,  i.e.,  the  manner 
in  which  authority  is  exercised  in  the  management  of  a  country's  economic  and  so- 
cial resources.  Examples  include: 

MDB  support  for  free  market  reforms  and  reduced  state  economic  intervention 
(e.g.,  strengthening  the  transformation  of  Eastern  Europe  and  the  Former  Soviet 
Union)  is  supportive  of  broader  efforts  to  promote  democracy  and  political  openness. 

MDB  efforts  to  reduce  poverty  (e.g.,  education,  health  and  women  in  develop- 
ment), promote  the  private  sector,  or  involve  local  groups  and  NGOs  at  the  grass- 
roots levels  also  help  promote  the  economic  conditions  under  which  democracy  can 
flourish. 

The  MDBs  emphasize  good  governance  as  an  integral  part  of  the  country  assist- 
ance strategies,  where  particular  attention  is  accorded  to  promoting  transparency, 
accountability,  the  rule  of  law,  and  public  participation. 

The  MDBs  also  seek  to  improve  the  allocation  of  public  expenditures  by  increasing 
the  share  allocated  for  productive  purposes  (e.g.,  education  and  health)  and  reducing 
that  for  unproductive  purposes  (e.g.,  military).  In  addition,  the  MDBs  help  support 
borrower  efforts  in  military  demobilization. 

LEVERAGES 

Question.  Chairman  Callahan  has  indicated  that  budget  constraints  may  compel 
us  to  reduce  the  FY  1997  Foreign  Operations  Appropriations  bill  by  another  one  bil- 
lion dollars.  Given  the  leverage  generated  by  our  contributions  to  the  MDBs,  would 
you  contend  that  the  MDBs  are  better  value  for  our  dollars  than  bilateral  aid  in 
an  atmosphere  of  reduced  funding? 

Answer.  Certainly,  the  MDBs  are  an  excellent  value  for  our  dollars  in  terms  of 
the  leverage  they  generate  through  contributions  from  other  countries  and  their  reli- 
ance on  private  capital  markets  for  the  bulk  of  their  lending.  This  ability  to  leverage 
relatively  limited  contributions  from  each  member  country  is  one  of  the  great  advan- 
tages of  the  multilateral  development  bank  system;  it  is  an  important  reason  why 
the  MDBs  continue  to  play  such  a  central  role  in  our  International  Affairs  Budget. 
In  an  atmosphere  of  reduced  funding,  I  think  we  all  understand  that  the  leverage 
factor  has  taken  on  greater  significance. 
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The  hard  loan  windows  of  the  MDBs  give  us  very  high  leverage  ratios  because 
of  the  use  of  callable  capital  to  provide  backing  for  their  borrowings  in  private  cap- 
ital markets.  In  the  World  Bank,  which  has  the  highest  ratios,  each  dollar  paid  in 
by  the  United  States  has  resulted  in  $260  new  lending  commitments.  High  ratios 
also  exist  for  the  Inter-American  Development  Bank,  the  Asian  Development  Bank 
and  the  African  Development  Bank.  In  the  European  Bank  for  Reconstruction  and 
Development,  each  dollar  contributed  by  the  United  States  has  this  far  resulted  in 
new  lending  commitments  of  22  dollars  and  mobilized  71  dollars  in  total  financing. 

Leverage  is  also  very  important  in  concessional  lending  programs,  which  depend 
on  paid-in  contributions  rather  than  the  private  capital  markets.  In  the  Inter- 
national Development  Association  (IDA),  each  dollar  paid-in  by  the  United  States 
has  generated  seven  dollars  in  new  loan  commitments  through  the  contributions  of 
other  donor  countries  and  repayment  on  previous  loans. 

Because  bilateral  and  multilateral  programs  complement  each  other,  reductions  in 
multilateral  assistance  and  leadership,  adversely  affect  our  bilateral  programs.  For 
example,  ExImBank  relies  heavily  on  the  MDBs  to  set  the  policy  environment  for 
the  trade  and  investment  activities  it  finances  overseas.  Bilateral  efforts  cannot  re- 
place the  benefits  reaped  from  the  MDBs;  attempting  to  do  so  would  be  significantly 
more  expensive. 

roA 

Question.  I  understand  the  United  States  will  not  contribute  in  the  first  year  to 
the  eleventh  replenishment  of  IDA. 

(1)  Compared  to  other  participating  countries,  what  portion  of  the  total  three-year 
replenishment  will  the  U.S.  make  in  its  two-year  contribution?  Give  that  the  U.S. 
will  ultimately  contribute  to  IDA  11,  why  is  it  necessary  that  U.S.  firms  sit  out  in 
the  first  year? 

(2)  How  much  in  direct  sales  will  be  lost  to  U.S.  exporters  in  this  first  year  of 
nonparticipation?  What  will  be  the  total  impact  on  U.S.  exports? 

Answer.  Over  the  two-year  period,  the  United  States  is  to  contribute  just  under 
21  percent  of  the  total  in  two  annual  payments  of  $800  million  each  during  the  last 
two  years  of  the  replenishment  period.  I  want  to  emphasize  that  U.S.  suppliers  will 
not  be  sitting  out  the  first  year  of  the  new  replenishment  period. 

The  procurement  restrictions  will  apply  only  to  the  proceeds  of  the  Interim  Trust 
Fund,  funded  entirely  by  others,  during  the  first  year  of  the  IDA  11  replenishment 
period.  The  United  States  strongly  opposed  these  restrictions  and  we  were,  in  fact, 
able  to  keep  them  out  of  IDA  itself,  maintaining  full  access  by  U.S.  suppliers  during 
the  first  year  to  operations  funded  through  carryover  funds  from  prior  replenish- 
ment, repayments  on  previous  loans,  and  transfers  of  net  income  from  the  IBRD. 

As  a  result,  we  estimate  that  U.S.  suppliers  will  be  eligible  to  bid  on  about  $3.5 
billion,  or  more  than  fifty  percent  of  total  concessional  lending  of  up  to  $7.0  billion 
that  is  expected  to  be  approved  during  the  first  year  of  the  new  replenishment  pe- 
riod. The  restriction  will  be  partial,  applying  only  to  the  $3  billion  in  contributions 
that  other  donors  have  decided  to  make  to  the  Interim  Trust  Fund. 

Other  donors  decided  to  make  their  contributions  to  the  Interim  Trust  Fund  in 
order  to  maintain  the  flow  of  concessional  resources  to  least  developed  countries 
during  the  first  year  of  the  new  replenishment  period.  The  United  States  decided 
not  to  contribute  to  the  Interim  Trust  Fund  because  we  wished  to  make  up  arrear- 
ages of  about  $934  million  which  are  still  outstanding  from  the  previous  replenish- 
ment. 

The  Interim  Trust  Fund  is  a  temporary  measure  which  will  expire  at  the  end  of 
one  year.  Most  other  donors  participating  in  the  Interim  Trust  Fund  confront  budg- 
etary pressures  similar  or  more  serious  than  out  own.  For  them,  the  procurement 
restriction  is  essential  to  gathering  domestic  and  political  support  for  their  partici- 
pation. 

We  will  have  to  expect  some  lost  sales  because  U.S.  suppliers  will  have  their  ac- 
cess restricted  on  procurement  arising  from  about  $3.0  billion  in  concessional  lend- 
ing resources.  It  is  not  possible  to  predict  in  advance,  however,  the  extent  of  those 
losses  because  that  would  require  judgments  about  the  impact  of  market  forces  in 
various  bidding  situations  and  the  success  that  U.S.  firms  might  have  had  in  the 
absence  of  the  restrictions. 

For  similar  reasons,  it  is  also  not  possible  to  predict  the  total  impact  of  the  re- 
strictions on  U.S.  exports.  This  situation  points  up,  however,  the  importance  of  the 
MDBs  as  a  source  of  international  financing  that  should  remain  open  to  U.S.  suppli- 
ers and  the  role  the  MDBs  play  in  providing  funding  that  is  available  to  help  U.S. 
firms  gain  footholds  in  new  markets  overseas. 
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THE  MAIN  ARGUMENTS 

The  main  arguments  advanced  by  other  donors  in  favor  of  the  procurement  re- 
striction rest  on  the  longstanding  principle  of  equitable  burden-sharing  and  the  need 
to  reinforce  and  advance  this  principle  in  providing  funding  for  the  multilateral  de- 
velopment banks.  Other  donors  view  procurement  restrictions  as  necessary  to  en- 
courage participation  by  traditional  international  donors  (e.g.,  the  United  States) 
and  non-traditional  donors  (e.g.,  emerging  economies  in  Asia)  and  as  an  issue  of  fun- 
damental fairness  in  that  everyone  should  pay  to  play.  Burden-sharing  and  fairness 
can  also  be  used  as  arguments  against  the  procurement  restriction.  Another  argu- 
ment that  can  be  advanced  against  the  restriction  is  economic  efficiency  (i.e.,  that 
the  MDBs  and  their  borrowers  can  both  benefit  from  having  broader  access  to  better 
equipment  at  lower  prices). 

STANDARD  PRACTICES 

Apart  from  the  European  Bank  for  Reconstruction  and  Development,  access  to 
procurement  financed  through  the  multilateral  development  banks  has  been  gen- 
erally restricted  to  countries  that  are  members  of  each  bank.  These  restrictions  are 
set  out  in  the  an-icles  of  agreement  establishing  each  bank  and/or  in  regulations  or 
guidelines  regarding  procurement.  For  example,  in  the  World  Bank,  funds  are  dis- 
bursed only  on  account  of  expenditures  for  goods  and  works  provided  by  nationals 
of,  and  produced  in  or  supplied  from,  Bank  member  countries.  Nationals  of  other 
countries  or  bidders  offering  goods  and  works  from  other  countries  are  expressly  dis- 
qualified. 

In  the  Asian  Development  Bank,  the  general  rule  is  that  the  proceeds  of  any  loan 
investment  or  other  financing  may  be  used  only  for  procurement  in  member  coun- 
tries of  goods  and  services  produced  in  member  countries;  similarly-worded  limita- 
tions exist  at  the  Inter-American  Development  Bank  and  the  African  Development 
Bank.  In  the  Inter- American  Development  Bank,  there  is  an  added  provision  in  the 
Articles  of  Agreement  that  the  question  of  restriction  of  procurement  of  members 
which  do  not  participate  in  a  capital  increase  may  be  determined  by  the  Board  of 
Governors. 

The  Charter  of  the  EBRD  specifically  states  that  the  Bank  shall  place  no  restric- 
tion upon  the  procurement  of  goods  and  services  from  any  country  from  the  proceeds 
from  any  loan,  investment  or  other  financing.  This  exception  is  related  to  consider- 
ations of  efficiency. 

There  are  also  provisions  for  non-member  countries  that  have  made  financing 
available  through  special  funding  arrangement  (e.g.,  Switzerland  at  the  World  Bank 
before  it  become  a  member)  or  for  those  that  opened  their  capital  markets  for  bond 
offerings  (several  European  countries  at  the  Inter-American  Development  Bank  and 
Luxembourg  at  the  Asian  Development  Bank).  Exceptions  to  the  general  member- 
ship provision  have  been  made  in  situations  in  which  there  is  a  single  source  of  sup- 
ply for  what  is  needed  or  where  there  is  a  requirement  for  compatibility  with  equip- 
ment already  in  place. 

IDA 

In  the  past,  IDA  procurement  has  been  open  to  all  member  countries  of  the  World 
Bank.  The  IDA  11  agreement  restricts  procurement  to  countries  making  contribu- 
tions to  IDA  and  to  countries  that  are  borrowers  from  the  World  Bank  or  IDA.  This 
provision  is  a  change  and  reflected  an  effort  by  donors  to  encourage  participation 
in  IDA  by  non-traditional  donors.  It  will  restrict  IDA  procurement  from  a  number 
of  countries  that  are  members  of  the  World  Bank  which  no  longer  borrow  and  don't 
contribute  to  IDA  (e.g.,  Israel  and  Singapore). 

The  IDA  11  agreement  also  restricts  procurement  from  the  Interim  Trust  Fund 
to  countries  making  contributions  to  the  Interim  Trust  Fund  and  to  borrowers  from 
the  World  Bank  and  IDA.  This  will  restrict  procurement  from  the  United  States 
(which  does  not  intend  to  contribute  to  the  Interim  Trust  Fund)  and  any  other  non- 
borrowing  member  of  the  Bank  which  does  not  contribute  to  the  Fund. 

In  the  early  1980s,  U.S.  payments  for  a  $3240  contribution  to  IDA  VI  were  ex- 
tended from  three  years  to  four  years.  This  stretch-out  had  the  effect  of  deferring 
the  first  installment  of  the  U.S.  contribution  to  the  next  replenishment  round  by  one 
year.  During  this  one  year  period,  some  other  donors  established  a  special  fund 
which  restricted  procurement  to  contributors  to  the  special  fund  and  to  borrowers 
from  the  World  Bank  and  IDA. 

Not  all  of  the  contributor  countries,  however,  chose  to  make  their  contributions 
subject  to  the  restriction  and,  as  a  result,  some  of  the  contributions  to  the  special 
fund  were  open  to  procurement  by  U.S.  firms.  Under  the  restriction,  U.S.  firms  were 
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barred  from  bidding  on  about  $500-$600  million  in  procurement  financed  fi-om  the 
special  fund.  U.S.  firms  continued  to  be  eligible  during  the  year  in  question  for  pro- 
curement financed  through  IDA  reflows  and  transfers  from  the  net  income  from  the 
IBRD. 

PROCUREMENT  AND  MEMBERSHIP 

In  the  mid-1970's,  when  non-regional  member  countries  first  joined  the  Inter- 
American  Development  Bank,  access  to  procurement  was  seen  as  an  incentive  that 
would  be  helpful  in  encouraging  the  Europeans  and  Japan  to  become  members.  Bur- 
den-sharing and  fairness  were  cited  as  key  issues  in  the  negotiation,  and  the  long 
history  of  U.S.  subscriptions  and  contributions  to  the  IDB  was  noted  in  determining 
contributions  of  new  members. 

These  factors  were  also  considered  in  extending  IDB  membership  to  Canada.  In 
the  Middle  East  Development  Bank,  it  is  also  intended  that  procurement  eligibility 
will  be  limited  to  the  countries  that  are  members  of  the  Bank. 

Question.  I  understand  the  United  States  will  not  contribute  in  the  first  year  to 
the  eleventh  replenishment  of  IDA.  Compared  to  other  participating  countries,  what 
portion  of  the  total  three-year  replenishment  will  the  U.S.  make  in  its  two-year  con- 
tribution? Given  that  the  U.S.  will  ultimately  contribute  to  IDA  11,  why  is  it  nec- 
essary that  U.S.  business  sit  out  in  the  first  year? 

Answer.  The  IDA  11  agreement  provides  for  a  two-year  replenishment  for  FY98 
and  FY99,  coupled  with  a  temporary  Interim  Trust  Fund,  financed  by  voluntary 
donor  contributions  for  the  FY97  period.  The  United  States  will  provide  $1,600  mil- 
lion to  IDA  11  for  FY  1998  and  FY  1999.  This  is  20.86  percent  share  of  the  two- 
year  replenishment.  We  will  not  contribute  to  the  Interim  Trust  Fund. 

The  $1,600  million  is  equal  to  about  15  percent  of  the  combined  contributions 
pledged  over  the  three  year  (FY  1997-99)  period  for  both  the  Interim  Trust  Fund 
and  IDA  11. 

Other  donors  view  "equitable  burden  sharing"  as  fundamental  to  the  multilateral 
development  bank  system.  Most  consider  a  U.S.  share  of  20.86  percent  (a  decline 
from  the  42%  U.S.  share  when  IDA  was  established)  as  below  that  which  we  should 
be  allocated  on  the  basis  of  relative  GNP  and  other  economic  criteria.  Thus  most 
donors  participating  in  the  Interim  Trust  Fund  insisted  on  procurement  restrictions 
because  they  confront  budgetary  pressures  similar  to  or  more  serious  than  our  own 
and  this  step  was  seen  as  essential  to  generating  domestic  and  political  support  for 
their  participation  in  the  absence  of  the  United  States. 

Questions  for  the  Record  Submitted  by  Representative  Torres 

world  bank 

Question.  Mr.  Rubin,  in  December,  World  Bank  President  James  Wolfensohn  was 
presented  letters  from  over  1,200  Parliamentarians  and  100  Members  of  congress, 
containing  6  specific  proposals  on  the  World  Bank's  role  in  poverty  reduction.  I  was 
one  of  the  initiators  of  that  letter  and  was  among  the  dozen  members  who  met  with 
Mr.  Wolfensohn  to  discuss  the  issues  raised  therein.  One  of  the  key  demands  of  the 
letter  was  to  urge  the  World  Bank  and  her  sister  institutions  to  do  more  to  protect 
the  basic  rights  of  workers-pushing  borrow  governments  to  do  better  and  independ- 
ently monitoring  conditions  for  workers.  This  seems  a  precondition  for  stable  eco- 
nomic growth.  I  know  you  are  already  a  voice  for  that,  Mr.  Secretary. 

How  can  the  U.S.  Treasury  play  an  even  more  effective  role  in  promoting  protec- 
tion of  the  basic  rights  of  workers  within  the  multilateral  development  banks. 

Will  you  raise  this  issue  at  the  upcoming  G-7  Summit? 

Would  you  push  for  a  closer  working  relationship  between  the  ILO  and  the  multi- 
lateral banks? 

Answer.  In  his  response  to  you  and  all  Parliamentarians  and  members  of  Con- 
gress on  concerns  about  poverty  reduction,  President  Wolfensohn  reiterated  his  com- 
mitment to  finding  ways  to  more  carefully  target  resources  to  the  poorest.  He  also 
indicated  his  agreement  with  you  that  the  role  of  government  in  providing  a  frame- 
work and  settling  basic  labor  standards  is  crucial. 

Most  World  Bank  borrowing  members  are  also  members  of  the  ILO.  As  a  condi- 
tion of  ILO  membership,  a  country  agrees  to  uphold  and  respect  the  fundamental 
right  of  freedom  of  association,  as  well  as  to  implement  the  provisions  of  ILO  con- 
ventions which  are  adopted  in  country.  Good  governance  initiative  advanced  by  the 
World  Bank  include  ensuring  that  borrowing  governments  develop  sound  legal  codes 
and  administer  them  effectively  and  fairly.  Effective  implementation  of  existing  laws 
would  go  a  long  way  to  addressing  the  needs  of  workers. 
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In  its  recent  report  to  Congress,  Treasury  recommended  a  number  of  steps  that 
would  enhance  the  IFLs  capacity  to  improve  conditions  for  workers,  including  policy 
reform.  Those  recommendations  included:  (1)  incorporating  analysis  of  labor  and 
worker  rights  issues  in  key  policy  papers;  (2)  urging  the  IFLs  and  the  ILO  to  broad- 
en and  deepen  their  policy  dialogue;  (3)  developing  within  the  IFLs  the  capacity  to 
screen  projects  for  concerns  about  labor  issues  and  worker  rights;  and  (4)  urging  the 
IFLs  to  give  particular  attention  to  countries  identified  as  problematic.  Treasury  has 
been  pressing  the  IFLs  to  take  these  steps.  Treasiuy  continues  to  meet  with  Bank 
staff  and  senior  ILO  officials  to  discuss  this  issue. 

Treasury  has  long  been  an  advocate  of  increased  public  participation  in  the  design 
and  implementation  of  projects.  President  Wolfensohn  has  stated  that  he  expects 
there  to  be  full  public  participation  in  all  projects,  and  resources  will  be  available 
to  ensure  this.  Increased  public  participation  by  workers  and  managers  will  ensure 
that  labor  concerns  are  addressed. 

All  the  development  banks  have  developed  or  are  in  the  process  of  finalizing 
project  information  disclosure  policies.  This  places  a  great  deal  of  information  at  the 
disposal  of  the  public  early  in  the  project  design  process,  allowing  interested  parties 
to  raise  concerns  about  all  aspects  of  project  design.  We  expect  NGOs  and  labor 
unions  will  access  this  information,  and  raise  their  concerns. 

The  upcoming  G-7  Summit  will  address  broad  macroeconomic  and  financial  con- 
cerns. At  the  Summit,  Treasury  will  raise  the  issues  of  growth  and  employment  as 
central  in  providing  a  context  in  which  workers  are  fairly  treated. 

Question.  How  can  the  World  Bank  do  more  to  achieve  the  internationally  recog- 
nized goals  of  universal  access  to  basic  education,  steep  reduction  of  child  mortality, 
and  universal  immunization;  especially  as  it  relates  to  borrower  government  invest- 
ment and  IDA  lending  for  primary  health  and  education? 

How  can  the  U.S.  exert  greater  influence  on  the  Bank  in  regards  to  meeting  these 
goals? 

Answer.  The  U.S.  Government  has  long  been  a  strong  supporter  of  lending  by  the 
World  Bank  and  its  regional  counterparts  for  health,  education  and  other  basic  serv- 
ices. Investments  in  people  are  essential  for  the  encouragement  and  maintenance 
of  sustainable  economic  growth.  We  have  made  it  a  priority  objective  to  stress  these 
points  in  our  involvement  in  oversight  of  IDA's  operations  and  participation  in  pol- 
icy-making in  its  Board.  We  have  also  worked  hard  to  ensure  that  this  commitment 
to  poverty  reduction  is  fully  reflected  in  the  IDA  11  agreement. 

These  efforts,  which  have  the  broad  support  of  other  members,  have  been  quite 
successful.  The  Bank  has  significantly  increased  its  lending  in  the  social  sectors  over 
the  past  decade — to  the  extent  that  about  one  third  of  its  investment  lending  now 
goes  to  projects  in  this  area.  It  also  presses  governments  to  maintain  or  increase 
their  social  sector  expenditures.  The  IDA  11  agreement  contains  a  number  of  provi- 
sions which  are  aimed  at  improving  the  effectiveness  of  IDA  lending  for  social  pur- 
poses. 

The  key  to  continuing  to  strengthen  IDA's  effectiveness  in  such  areas  as  health, 
education,  and  nutrition  is  to  ensure  that  it  has  the  resources  necessary  for  it  to 
do  the  job.  Also,  to  preserve  the  U.S.  leadership  role  in  this  area,  it  is  essential  that 
our  contributions  to  IDA  are  adequately  funded.  We  hope  that  the  Congress  will  act 
favorably  on  the  Administration's  request  for  fiinding  for  our  past  and  future  com- 
mitments to  the  IDA. 

POOREST  COUNTRY  DEBT 

Question.  I  hope  that  the  U.S.  is  going  to  push  forcefiilly  to  achieve  a  comprehen- 
sive solution  to  the  debt  problems  of  the  very  poorest  countries.  Will  the  U.S.  take 
a  leading  role  in  pushing  for  coordinated  action  among  bilateral  and  multilateral  do- 
nors, including  the  IMF,  on  addressing  the  debt  problems  of  the  poorest  countries 
at  the  upcoming  G-7  meeting  in  June? 

Answer.  The  U.S.  is  already  playing  a  leading  role  on  this  issue.  At  the  1995  G- 
7  Halifax  Summit,  President  Clinton  and  the  other  heads  of  government  called  upon 
the  IMF  and  the  World  Bank  to  develop  a  comprehensive  approach  to  the  multilat- 
eral debt  problems  of  the  heavily  indebted  poorest  countries. 

We  realized  that  for  a  number  of  the  poorest  countries,  even  after  debt  reduction 
from  bilateral  creditors  in  the  Paris  Club,  their  multilateral  debt  burdens  would  be 
unsustainable.  Our  objective  is  to  develop  an  approach  to  deal  with  the  onerous  debt 
burdens  of  these  countries  in  a  comprehensive  manner,  in  a  way  that  rewards,  and 
serves  as  a  strong  incentive  for,  good  economic  reform  efforts. 

We  have  continued  to  press  this  issue  within  the  G-7  and  with  the  institutions. 
The  IMF  and  World  Bank  have  now  put  forward  a  proposal  that  we  believe  is  a 
positive  basis  for  moving  forward.  We  will  be  using  the  Lyon  Summit  in  June  to 
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provide  further  guidance  on  this  issue,  so  that  final  decisions  can  be  made  by  the 
time  of  the  Fall  Annual  Meetings  of  the  Bank  and  Fund. 

NGO  AND  CIVIL  SOCIETY  PARTICIPATION 

Question.  What  is  Treasury  doing  to  ensure  that  the  various  MDBs  are  concretely 
allocating  resources  to  increase  the  involvement  of  civil  society,  NGOs,  and  indige- 
nous peoples  and  other  local  communities  in  the  design  and  planning  of  projects 
that  affect  them? 

For  example,  what  has  the  Treasury  Department  done  to  guarantee  that  local, 
public  participation  will  be  key  factors  in  the  design  of  the  Hidrovia  development 
project  in  South  America  and  in  the  accelerated  development  of  the  Mekong  River 
Basin? 

Answer.  We  have  long  been  advocates  of  increased  public  participation  in  the  de- 
sign and  implementation  of  MDB  projects.  It  is  very  important  to  note  that,  with 
U.S.  support,  President  Wolfensohn  is  making  this  a  major  issue.  He  has  informed 
Bank  management  that  full  participation  is  expected  in  all  projects. 

All  the  World  Bank  regional  departments  have  developed  participation  action 
plans,  which  detail  their  activities  and  the  need  for  resources.  The  U.S.  has  been 
a  key  supporter  of  the  World  Bank's  Participation  Action  Plan.  The  Bank  has  con- 
ducted numerous  studies  which  show  the  benefits  which  come  from  increased  par- 
ticipation, in  particular  improved  project  effectiveness.  In  the  last  few  years,  the 
World  Bank  has  increased  the  number  of  staff  working  on  resettlement  and  social 
issues.  The  U.S.  will  continue  to  insist  that  sufficient  resources  are  made  available 
to  carry  out  effective  participation,  bearing  in  mind  the  need  for  MDBs  to  control 
administrative  costs. 

The  Asian  Development  Bank  (ADB),  in  November  1995,  held  a  consultation  in 
Manila  with  indigenous  leaders  from  around  the  region.  The  meeting  provided  a 
first-of-its-kind  opportunity  for  indigenous  peoples  to  make  their  views  known  to 
policy-makers  from  the  ADB  and  from  governments  of  the  region.  In  addition,  the 
ADB's  governance  policy,  passed  in  1995,  establishes  the  principles  of  public  partici- 
pation and  accovmtability  of  authorities.  The  ADB  also  is  in  the  process  of  develop- 
ing an  indigenous  peoples  policy  and  a  water  resources  policy  in  consultation  with 
the  public.  In  May  1996,  the  ADB  will  hold  a  regional  consultation  workshop  in  Ma- 
nila to  discuss  its  water  resources  policy. 

Treasury  has  also  been  working  in  concert  with  the  U.S.  Executive  Directors  to 
ensure  that  local  participation  will  be  a  key  factor  in  the  design  of  the  Hidrovia  de- 
velopment project  in  South  America  and  in  the  development  of  the  Mekong  River 
Basin.  In  both  cases,  we  have  strongly  advocated  that  there  be  systematic  regional 
consultations  with  affected  groups  and  interested  members  of  the  public. 

IMPACT  OF  STRUCTURAL  ADJUSTMENT  LENDING 

Question.  What  is  the  Treasury  doing  to  evaluate  the  short-  and  long-term  im- 
pacts of  structviral  adjustment  lending  and  macroeconomic  policies  on  the  poor  and 
working  classes  of  developing  countries? 

In  a  recent  Washington  Post  article  (4/13/96),  the  United  Nations  reported  that 
after  more  than  a  decade  of  macroeconomic  reforms  the  poverty  in  Latin  America 
and  the  Caribbean  is  greater  now  than  in  the  1980's.  The  report,  "Strengthening 
Development;  The  Interplay  of  Macro-  and  Micro  economics,"  released  by  U.N.'s  Eco- 
nomic Commission  on  Latin  America  and  the  Caribbean,  underscores  concerns 
raised  for  years  that  structural  adjustment  lending  may  indeed  stabilize  currencies 
and  help  domestic  and  foreign  elites,  but  it  has  done  little  good  and  great  harm  to 
the  majority  of  Latin  America's  population. 

Answer.  The  U.S.  Government  has  long  been  a  strong  supporter  of  adjustment 
lending  by  the  MDBs  and  the  IMF.  It  is  generally  accepted  that  sustainable,  mar- 
ket-oriented growth  is  necessary  for  countries  to  raise  the  living  standards  of  their 
people,  reduce  poverty,  and  increases  possibilities  for  upward  mobility.  Often,  how- 
ever, countries  are  unable  to  achieve  such  growth  because  external  economic  shocks 
or  failed  economic  policies  have  resulted  in  economic  imbalances  and  declining 
growth  prospects. 

Experience,  backed  up  by  economic  theory,  has  shown  that  the  answer  for  such 
countries  is  to  undertake  fundamental  economic  reforms.  Reforms  are  aimed  at  cor- 
recting macroeconomic  imbalances  and  providing  the  necessary  incentives  for  foster- 
ing sustained  economic  growth.  Typically,  adjustment  programs  will  include  both 
macroeconomic  measures  to  reduce  fiscal  deficits  and  inflation,  as  well  as  structural 
reforms  to  diminish  government  interference  in  the  activities  of  enterprises,  work- 
ers, and  farmers. 
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Often,  countries  that  desire  to  reform  do  not  have  the  resources  to  do  so  on  their 
own  without  having  to  endure  severe  hardship.  They  have  therefore  turned  to  the 
MDBs  and  the  IMF  for  financial  assistance  as  well  as  guidance  as  to  how  best  to 
proceed.  The  World  Bank  and  its  sister  institutions  have  rendered  such  help 
through  their  structural  adjustment  loans. 

Over  the  long  run,  all  groups  in  an  adjusting  country  should  benefit,  as  its  econ- 
omy moves  to  a  higher  growth  path  than  would  have  been  without  adjustment. 
Even  in  the  shorter  run,  some  countries  which  have  followed  reasonably  good  eco- 
nomic policies  beforehand  and  have  moved  quickly  and  effectively  to  adjust,  are 
often  able  to  do  so  while  at  the  same  time  reducing  poverty.  Commonly,  reform  pro- 
grams include  the  removal  of  ceilings  on  agricultiu^al  prices,  which  benefits  the  rural 
poor,  who  then  receive  more  for  the  food  they  produce. 

In  some  cases,  particular  groups  of  poor  may  be  disadvantaged  during  the  transi- 
tion between  introduction  of  reforms  and  when  the  country  begins  to  enjoy  the  bene- 
fits of  higher  growth.  When  food  prices  are  raised,  for  example,  the  urban  poor,  who 
are  primarily  consumers,  may  suffer.  This  has  been  a  matter  of  serious  concern  to 
the  MDBs  and  the  donor  countries.  It  has  also  generated  some  criticism  of  the 
Bank's  structural  adjustment  programs  by  some  UN  agencies,  NGOs,  and  other 
groups. 

In  response,  the  Bank  has  taken  such  steps  as  tailoring  adjustment  measures  to 
minimize  adverse  effects  on  the  poor,  included  conditions  in  its  loan  agreements  to 
ensure  that  public  expenditvu-es  that  benefit  the  poor  ar  protected  or  increased,  and 
that  "social  action  programs"  are  supported  by  borrowing  governments.  These  pro- 
grams may  include  the  use  of  subsidies,  public  works,  works  schemes,  and  unem- 
ployment compensation  targeted  at  the  neediest  groups  in  society.  Such  approaches 
have  been  very  effective  in  many  cases.  By  contrast,  a  failure  to  adjust  may  result 
in  lower  growth  and  an  increase  in  poverty. 

LATIN  AMERICAN  ECONOMIES 

Question.  What  is  the  Treasury  Department's  response  to  this  report's  analysis  of 
Latin  American  economies?  Are  any  modifications  of  structural  adjustment  lending 
policies  in  order  in  light  of  the  conclusions  and  recommendations  of  this  recent  re- 
port? 

Answer.  "Adjustment"  is  often  blamed  when  the  poor  are  affected  adversely  either 
by  unfavorable  world  economic  conditions,  or  by  a  weak  or  vacillating  government 
commitment  to  reform.  In  such  cases,  one  could  argue  that  more  effective  adjust- 
ment— not  less — would  be  more  beneficial  for  the  poor. 

Treasury  believes  that  MDB  country  assistance  strategies  shovild  be  centered  on 
poverty  reduction,  and  we  have  worked  hard  with  the  institutions  and  other  mem- 
bers to  better  ensure  that  all  components  of  MDB  lending  contribute  to  this  objec- 
tive. 

The  poor  usually  suffer  most  under  the  inefficiencies  and  policy  distortions  which 
adjustment  is  intended  to  correct.  Examples  are  the  absence  of  fair  market  prices 
for  rural  farmers,  budget  patterns  and  highly  regressive  tax  policies  biased  in  favor 
of  the  wealthy,  and  distorted  financial  markets  when  credit  is  directed  to  favored 
borrowers. 

Not  surprisingly,  data  suggest  that  the  poor  are  faring  better  in  countries  imple- 
menting policy  reform  programs  than  in  countries  which  have  failed  to  adopt  needed 
reforms.  Nevertheless,  with  more  than  one  billion  people  still  living  in  absolute  pov- 
erty, we  cannot  be  complacent.  The  Structural  Adjustment  Loans  are  increasingly 
focussing  on  specific  budget  commitments  to  social  sector  spending  including:  pri- 
mary and  secondary  education,  health  care,  and  local  infrastructure  (i.e.,  schools). 
The  Banks  are  working  with  government  authorities  to  prioritize  spending  and  allo- 
cate an  appropriate  amount  of  budget  resources  towards  poverty  reduction  meas- 
ures. 

NADBANK 

Question.  Can  you  please  provide  the  Subcommittee  with  information  regarding 
the  status  of  the  NADBank's  Community  Adjustment  and  Investment  Program? 

Answer.  Over  the  last  year,  in  our  role  as  chair,  Treasury  has  assisted  in  the  es- 
tablishment of  a  NADBank  branch  office  in  Los  Angeles,  California,  dedicated  to 
community  adjustment  and  investment  purposes  throughout  the  country.  The  Act- 
ing Director  of  this  office  is  currently  a  Treasury  employee  on  detail  to  the  Bank. 
Over  the  last  four  months,  the  Acting  Director  has  completed  the  physical  establish- 
ment of  this  branch  office  and  we  are  looking  for  a  permanent  director  to  get  the 
program  underway. 
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Treasury  is  focussed  on  getting  the  Program  fully  operational  as  soon  as  possible. 
We  are  working  with  other  U.S.  agencies  and  meeting  regularly  with  the  U.S.  Com- 
munity Adjustment  and  Investment  Program  Advisory  Committee  to  develop  Pro- 
gram criteria.  Once  these  criteria  are  established,  project  preparation  wont  can 
begin. 

Questions  for  the  Record  Submitted  by  Representatives  Pelosi  and  Wolf 

CHINA 

Question.  What  is  the  Treasury  Department  doing  about  allegations  that  the 
International  Development  Agency  has  provided  financing  for  the  Chinese  military 
and  forced  labor  camps  as  piiblicized  by  Harry  Wu  and  the  Laogai  Research  Foun- 
dation? 

Answer.  The  Treasury  Department  takes  very  seriously  Mr.  Wu's  reports  that  a 
Bank  agricultural  project  was  using  forced  labor  and  benefitting  military  farms.  The 
Bank  also  takes  these  allegations  very  seriously.  We  have  pursued  this  issued  inten- 
sively with  the  Bank  and  President  Wolfensoh,  and  have  been  working  closely  with 
the  Bank  to  establish  the  facts.  An  extensive  World  Bank  investigation,  conducted 
independently  of  the  government,  found  no  link  between  the  project  and  forced  labor 
and  military  farms,  and  concluded  that  the  project  benefits  were  going  to  the  in- 
tended poor  minority  farmers. 

Question.  What  is  the  Treasury  Department  doing  to  ensure  that  funds  provided 
to  the  World  Bank  and  other  institutions  are  not  financing  projects  which  benefit 
military  or  forced  labor  installations? 

Although  the  World  Bank  has  unwritten  principles  against  providing  loans  to 
military  or  forced  labor  facilities,  does  the  Treasury  Department  have  any  plans  to 
encourage  the  Bank  to  draft  more  explicit  guidelines  for  its  clients  regarding  finan- 
cial benefits  or  forced  labor  facilities? 

Answer.  In  the  situation  in  China  currently  under  discussion,  the  World  Bank  has 
conducted  a  field  review  of  all  its  projects  to  ascertain  if  there  are  any  direct  mili- 
tary or  forced  labor  involvement  of  benefits.  President  Wolfensohn  has  reaffirmed 
that  the  Bank  will  not  fund  projects  and  programs  which  directly  benefit  the  mili- 
tary or  forced  labor  installations. 

The  Treasury  Department  also  considers  this  issue  in  reviewing  all  MDB  projects 
in  an  interagency  process.  The  Bank's  new  policies  on  openness  and  public  informa- 
tion also  provide  increased  opportunities  for  public  input  prior  to  project  approval. 
We  will  continue  to  give  this  issue  serious  attention. 

The  World  Bank  and  other  institutions  are,  with  very  strong  U.S.  support,  playing 
a  leading  role  in  getting  countries  to  reduce  military  expenditures  as  part  of  efforts 
to  adjust  macroeconomic  policies  and  promote  good  governance.  Moreover,  they  are 
also  supporting  borrower  efforts  at  military  demobilization  (e.g.,  in  Uganda  and  Mo- 
zambique). 

Question.  Will  the  Administration  urge  the  World  Bank  to  conduct  an  independ- 
ent investigation  to  examine  any  ties  that  the  160  ongoing  Bank  projects  in  China 
may  have  to  the  Chinese  military  or  forced  labor  system? 

Answer.  When  Mr.  Wu  made  his  allegations  last  October,  we  urged  the  Bank  to 
vigorously  investigate  the  important  issues  he  raised  on  the  Tarim  Basin  project. 
We  therefore  supported  the  Bank's  decision  to  conduct  a  thorough  inquiry.  We  also 
welcomed  the  Bank's  decision  to  broaden  this  inquiry  to  include  all  projects  in 
Xinjiang  Autonomous  Region,  and  to  conduct  an  internal  review  of  its  entire  China 
portfolio  to  see  if  Mr.  Wu's  concerns  applied  to  the  152  projects  outside  of  Xinjiang. 

The  Bank's  inquiry  concluded  that  the  benefits  of  the  Tarim  Basin  project  were 
reaching  the  intended  beneficiaries — 130,000  poor,  and  mostly  minority,  farmers 
and  that  there  was  no  evidence  the  Tarim  Basin  project  benefitted  forced  labor 
camps  or  military  farms.  The  review  of  the  China  portfolio  also  produced  no  evi- 
dence that  Bank  projects  benefitted  forced  labor  or  the  military. 

The  issues  Mr.  Wu  raises  underscore  the  difficulties  of  attempting  to  address  pri- 
ority development  requirements,  including  the  basic  human  needs  of  the  poor,  in 
China.  For  example,  Xinjiang  is  a  large  autonomous  region  and  the  Xinjiang  State 
Farms  Organization  is  engaged  in  a  broad  range  of  activities  which  in  addition  to 
the  commercial  and  civilian  functions  related  to  the  Tarim  Basin  and  other  Bank 
projects  in  Xinjiang,  also  include  prison  management.  Mr.  Wu  is  likely  correct  that 
some  of  the  organization's  activities  unrelated  to  Bank  projects  are  linked  to  the 
military. 

We  are  in  full  agreement  with  the  Bank  that  forced  labor  should  have  no  place 
in  Bank  projects  and  that  the  Bank  should  not  support  military  activities.  We  con- 
tinue to  pursue  the  issue  intensively  with  the  Bank. 
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Questions  for  the  Record  Submitted  by  Representative  Pelosi 

IPC  AND  the  environment 

Question.  The  IFC  has  stated  that  it  is  committed  to  avoiding  or  mitigating  ad- 
verse environmental  and  social  impacts  that  might  arise  from  its  project  loans.  To 
date,  it  is  difficult  for  governments  or  the  public  to  monitor  or  evaluate  how  well 
the  IFC  is  performing  in  these  areas  because  there  is  no  access  to  environmental 
and  social  impact  covenants  that  are  incorporated  into  IFC  loan  agreements. 

What  is  the  Treasury  Department's  stand  on  the  IFC  making  available  to  the 
public  the  environmental  and  social  covenants  of  IFC  loans?  Is  Treasury  doing  any- 
thing to  encourage  the  IFC  to  make  this  information  available? 

Answer.  As  a  result  of  strong  U.S.  leadership,  the  World  Bank  routinely  makes 
avEiilable  non-confidential  portions  of  its  project  docvunents  after  Board  approval. 
We  have  encouraged  the  IFC  to  adopt  this  approach  as  well — bearing  in  mind  the 
different  confidentiality  issues  that  arise  for  private  sector  lending — and  we  will 
continue  to  do  so.  Environmental  and  social  information  are  espically  critical.  We 
will  take  up  this  issue  once  again  in  the  preparations  for  the  upcoming  Board  re- 
view of  the  IFC's  information  disclosure  policy,  scheduled  for  later  this  year. 

While  we  continue  to  work  for  further  progress  on  this  issue,  it  is  important  to 
note  that  key  elements  of  public  accountability  are  already  in  place  at  IFC.  In  par- 
ticular, IFC  is  responsible  for  ensuring  that  the  recommendations  of  its  environ- 
mental assessments  and  resettlement  plans  are  implemented  fully  during  project 
implementation.  The  public  has  fiill  access  to  these  documents  and  thus  can  hold 
IFC  accountable  for  the  implementation  of  a  project's  environmental  and  social  miti- 
gation measures. 

inspection  panel  status 

Question.  What  is  the  status  of  the  IFC  and  MIGA  report  to  the  Board  of  Direc- 
tors on  establishing  an  inspection  function?  Will  it  be  completed  in  time  for  the 
Board  to  take  the  recommendations  into  consideration  prior  to  completing  the  re- 
view of  the  World  Bank  resolution  on  the  Inspection  Panel?  Will  Treasury  encourage 
the  IFC  and  MIGA  to  meet  this  timetable  (meaning  the  report  should  be  completed 
no  later  than  September/October)? 

Answer.  Work  is  well  underway,  with  strong  U.S.  encouragement.  IFC  and  MIGA 
will  submit  an  initial  report  to  the  Executive  Board  in  June  for  preliminary  review. 
This  report  will  state  the  willingness  of  these  two  institutions  to  establish  an  inspec- 
tion function  with  respect  to  their  compUance  with  policies.  We  have  yet  to  see  the 
specific  proposals.  The  U.S.  Executive  Director's  Office  and  Treasury  continue  to  re- 
gard this  as  a  high  priority  issue,  and  are  working  actively  with  IFC  and  MIGA. 

LENDING  CRITERIA 

Question.  Could  we  please  get,  in  writing,  the  explicit  criteria  that  the  IFC  and 
MIGA  use  to  determine  how  projects  alleviate  poverty  and  promote  environmentally 
sustainable  development? 

Answer.  IFC  and  MIGA  projects  are  designed  to  alleviate  poverty  by  encouraging 
environmentally  sustainable  private  sector  development  in  LDCs.  The  IFC  seeks  to 
stimulate  small  and  medium-sized  businesses  through  direct  investment,  capital 
market  development,  and  by  providing  financing  through  local  intermediaries.  Agri- 
business, for  example,  is  a  special  IFC  priority. 

Some  investments,  such  as  mining  and  petrochemicals,  are  by  their  nature  capital 
intensive.  However,  the  foreign  exchange  earnings  and  tax  revenues  from  such 
projects  provide  developing  country  governments  with  resources  to  invest  in  social 
sectors.  Output  from  such  projects  is  also  often  used  in  labor  intensive  manufactur- 
ing. A  recently  approved  IFC  investment  in  petrochemicals  in  Thailand,  for  exam- 
ple, will  make  available  plastics  which  will  be  used  by  hundreds  of  small  private 
sector  businesses,  most  of  which  employ  low  income  workers  in  urban  areas. 

We  have  urged  the  IFC  to  ensure  that  large  projects  are  highly  catalytic,  do  not 
displace  private  capital,  and  have  clear  developmental  impacts.  The  IFC  has  an  ac- 
tive and  independent  operations  evaluation  unit,  which  EVP  Jannik  Lindbaek  in- 
tends to  strengthen  further.  This  unit  examines  carefully  the  actual  results  of  com- 
pleted projects,  including  their  environmental  and  social  consequences,  to  draw  rel- 
evant lessons  for  future  IFC  operations. 

The  IFC  is  also  making  a  special  effort  to  maximize  its  activities  in  Sub-Saharan 
Africa,  via  the  Africa  Enterprise  Fund,  the  African  Management  Services  Company, 
and  the  Africa  Project  Development  Facility.  These  activities  are  targeted  at  small 
and  medium-sized  African  entrepreneurs.  Successful  labor-intensive  IFC  projects  in 
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Sub-Saharan  Africa  include  the  growing  of  roses  for  export  to  Europe,  and  the  pro- 
motion of  ecologically  sound  tourism.  In  South  Africa,  for  example,  IFC  has  financed 
leasing  and  franchise  companies  in  minority  areas  and  is  planning  to  invest  in  a 
mutually  owned  bank  established  exclusively  to  serve  the  needs  of  low  income  com- 
munities. 

MIGA  is  playing  a  vital  role  in  promoting  foreign  investment  in  developing  na- 
tions, in  close  cooperation  with  such  organizations  as  the  U.S.  Overseas  Private  In- 
vestment Corporation.  All  MIGA  investments  must  meet  the  same  environmental 
criteria  as  IFC  projects.  Projects  assisted  by  MIGA  last  year  included  coffee  in 
Uguanda,  gold  mining  in  Uzbekistan,  and  an  ecotourism  project  in  Costa  Rica. 

WORKER  RIGHTS 

Question.  The  Treasury  Department  recently  submitted  its  report  to  Congress  on 
workers  rights  and  the  international  financial  institutions  (IFIs),  as  required  by  the 
F'95  Foreign  Ops  bill. 

Please  summarize  your  findings  and  describe  what  the  US  intends  to  do  at  the 
World  Bank  to  help  promote  workers  rights  in  China  and  Indoensia — both  countries 
with  widespread  workers  rights  violations  and  major  Bank  loan  recipients. 

Answer.  The  report  identified  several  key  issues  relating  to  labor  rights  and  the 
IFIs  and  made  several  recommendations  to  implement  the  legislation. 

As  a  general  matter,  the  IFIs  have  not  specifically  integrated  ILO  worker  rights 
standards  into  their  operational  procedures.  However,  the  EBRD,  the  newest  inter- 
national financial  institution,  has  a  provision"  in  its  Articles  of  Agreement  requiring 
that  it  assess  progress  in  political  areas,  including  worker  rights. 

Substantial  direct  MDB  lending  in  support  of  labor  market  objectives  is  an  indica- 
tor of  the  significant  role  they  already  play  in  strengthening  labor  market  functions, 
and  an  opportunity  to  deepen  the  scope  of  the  policy  dialogue  on  labor  issues,  fair 
labor  practices  in  developing  countries,  and  worker  rights.  All  of  the  MDBs  have 
substantial  lending  for  activities  targeted  at  increasing  emplo3rment,  improving 
labor  market  transparency  and  regulation,  and  improving  workers'  education  and 
productivity.  Each  of  the  institutions,  the  IBRD,  IDB,  and  ADB  has  financed  oper- 
ations specifically  incorporating  labor  code  revisions. 

However,  lending  to  improve  conditions  for  workers  and  the  fiinctioning  of  the 
labor  market  also  provides  wider  benefits.  For  example,  social  sector  lending — for 
primary  and  secondary  education,  for  basic  health  and  sanitation,  for  judicial  code 
reform,  for  good  governance — a  major  element  of  MDB  operations  provides  direct, 
but  not  readily  quantifiable  benefits  to  workers. 

The  report  made  three  major  recommendations  to  establish  a  policy  dialogue  and 
develop  a  screening  process  to  evaluate  IFI  lending  for  labor  and  worker  rights  is- 
sues. They  include: 

The  IFIs  conduct  their  policy  dialogue  and  operations  with  countries  through  a 
number  of  channels:  IMF  Staff"  Reports  on  Article  IV  Consultations,  joint  IMFAVorld 
Bank  policy  framework  papers  (PFP),  and  MDB  country  assistance  strategies  (CAS), 
poverty  analyses,  and  sector  policy  papers.  We  are  pushing  for  the  IFIs  to  incor- 
porate analysis  of  labor  and  worker  rights  issues  systematically  in  these  policy  pa- 
pers. 

Second,  we  are  encouraging  the  IFIs  and  the  ILO  to  broaden  their  dialogue  on 
labor  issues  at  all  levels.  We  will  also  encourage  the  IFIs  to  draw  on  all  available 
resources  on  labor  issues  and  worker  rights  to  enhance  their  capacity  to  do  policy 
work. 

Finally,  we  are  strongly  encouraging  further  development  of  a  formal  process  in 
each  of  the  IFIs  to  systematically  consider  labor  issues,  including  workers  rights, 
at  several  levels:  through  the  Executive  Boards,  through  direct  Treasury  Depart- 
ment intervention  with  senior  management,  and  at  the  staff  level.  The  objective  is 
to  develop  operational  directives  governing  labor  lending,  particularly  for  workers' 
rights,  which  will  outline  effective  screening  measures. 

Recent  Developments: 

The  IDA-11  policy  framework  paper  includes  language  to  establish  basic  labor 
standards  and  working  conditions  as  a  measure  of  effective  poverty  reduction  in 
poverty  assessments  and  county  assistance  strategies. 

The  World  Bank  has  developed  training  exercises  specifically  targeted  at  bank 
managers,  bank  staff,  and  bank  client  groups.  Based  on  ILO's  tripartite  consultation 
process  of  involving  representatives  from  government,  workers  and  employers,  the 
seminars  focused  on  labor  issues  in  regulation,  in  project  design,  and  in  structural 
adjustment  and  privatization  operations. 

The  Inter- American  Development  Bank  is  working  on  a  comprehensive  strategy 
paper  on  labor  market  and  worker  rights  issues  in  Latin  America. 
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MIGA  Environmental  Guidelines 

Question.  I  understand  that  MIGA  is  cxxrrently  in  the  process  of  drafting  its  own 
set  of  environmental  policies. 

What  is  Treasury  doing  to  ensure  that  the  MIGA's  environmental  standards  and 
information  disclosure  policy  will  match  the  standards  already  established  by  the 
World  Bank  Group? 

Answer.  MIGA  is  currently  in  the  process  of  drafting  an  information  disclosure 
policy  and  environmental  Operations  Regulations  and  environmental  review  proce- 
dures using  IFC  policies  as  a  guide.  MIGA  will  also  draw  from  the  policies  and 
guidelines  of  the  IBRD.  Treasury  is  following  this  process  closely,  and  will  continue 
to  work  with  the  management  to  ensure  that  the  policies  adopted  and  implemented 
are  consistent  with  the  standards  and  guidelines  of  the  IBRD. 

World  Bank  Janitorial  Contract 

Question.  Given  the  federal  statute  which  requires  the  U.S.  Executive  Director  to 
press  the  Bank  to  implement  policies  which  support  internationally  recognized 
worker  rights,  is  Treasury  urging  the  Bank  to  refuse  to  consider  the  bid  of  a  com- 
pany which  plays  a  harmfiil  role  in  the  lives  of  working  people? 

Answer.  We  have  raised  this  issue  at  senior  levels  within  the  Bank.  Bank  policy 
requires  its  bidders  to  pay  hourly  wages  and  benefits  no  lower  than  the  minimum 
established  for  janitors  in  the  most  current  U.S.  Department  of  Labor  wage  deter- 
mination under  the  Service  Contract  Act  for  the  Washington,  D.C.  Metropolitan 
Area.  Morevoer,  the  two  contractors  which  are  at  the  source  of  your  concerns  have 
not  been  invited  to  submit  proposals  for  the  janitorial  contract  at  the  World  Bank. 
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